DOCUMENT RESUNME

ED 101 459 BA 006 736

AUTHOR : Watters, Elsie M.

TITLE The Financial Outlook feor State and Local Government
to 1980. Research Publication No. 28 (New Series),

INSTITUTION Tax Poundation, Inc., New York, N.Y.

PUB DATE 73 ,

NOTE 119p.

AVAILABLE FROM Tax Foundation, Inc., 50 Rockefeller Plaza, New York,
New York 10020 ($2.50)

EDRS PRICE HI-$0.76 HC=$5.70 PLUS POSTAGE

DESCRIPTORS Educational Finance; Enrollment Trends; Federal Aid;
*Financial Needs; *Financial Problems; *Financial
Support; Fiscal Capacity; *lLocal Government; Revenue
Sharing; *State Government

ABSTRACT :
: | This study probes the influences behind recent trends
in State~local finance and attempts to ferret out the dominant
influences that will prevail during he remainder of the seventies.
It presents projections of State-local finance for fiscal years 1975
and 1980 that indicate genecral spending and revenues will grow at a
"pace that will tend to generate surpluses of some $13 billion in 1975
and $9 billion in 1960. The major element tending to mitigate the
rise in spending is the expected leveling in enrollments in
educational institutions and in the number of welfare recipients. The
outlook for a somewhat higher rate of inflation in the seventies than
in the sixties tends to narrow the full savings that might otherwise
» results The publication suggests that the ability of States anad
localities to achieve a lasting state of financial balance is
predicated on policy decisions on how potential surpluses will be
used, future federal policy with respect to grant-in-aid programs,
the manner in vhich the current contrcversy ovecr local public school
finance is resolved, and the willingness of State-local units to cut
back from recent accelerated rates of expenditure growth to increases
that are more in line with longer-term averages. (Author/DN)




U )

R %

w

o)

101

Q

Aruitoxt provided by Eic:

EA 006 '73¢

ERIC

"PERMISSION TO REPRODUCE THIS COPY.
BALTH
UISA'°°l°':‘.'T'g"'=;‘°':':“' ‘ RIGHTED MATERIAL HAS BEEN GRANTED BY
NATIONAL INSTITUTE OF

EOUCATION o
DOCUMENT HAS BEEN REPRO f )

m'csso EXACTLY AS RECEIVED :'z?x /@. = TR

OE PERSON OR °"°‘:,'.‘2,7I,‘3[‘,3m|o~s TO ERIC AND ORG’NIZATIONS ovémrmc

ATING IV "°,:'.‘,',53§cessmw REPRE UNDER AGREEMENTS WITH THE NATIONAL IN.

g::,:"reo% ,93;. AL NATIONAL INSTITUTE OF STITUTE OF EDUCANON FURTHER REPRO.

BN O SITION MR POLICY. , OUCTION OUTSIDE THE ERIC SYSTEM RE.
QUIRES PEAMISSION OF THE COPYRIGHT

OWNER

The Finandial Outiook
for State and Local
Government 01980

Tax Foundation, Inc.

50 Rockefeller Plaza
New York, N.Y. 10020

=




== Copyright 1978—

Tax Founpation, Inc.

Pesearch Publicstion No. 28 (New Series)
Price $2.80 Per Copy

Permission to quote from or to reproduce
material from this publication is granted
~ when due acknowledgement is made.

® L} .

Printed in U.8.A.

3




" Board of Trustees

Nererary Chuirmen
JorN W, Hanes

Chalemen

W. ALLEN WaLLts

Chancellor, Univerasty of Rocheeter
Prodident

W. J, McNen,

Consultant, Fairchsld Hiller Corporalion
Vice Chairmen

Wirsarp F. Rockweiy, JR,
Chasirman, Rockwell International
Chairman of the Exscutive Commitiee
ALaer B, Cuapman

Chairman, Squibdb Corporation

Treasvrer

Frep J. Leany, Ji,

Senior Vice Prevident, Bankere Trust Company
Fxocubive Director

ALFRED PARKER

GERHARD D. BLEICKEN
Chasrman
JoAn Hancock Mutual Life Insurance Company

Tue Hox. HARRY F. Byrp, Jn,
. U.8. Senator from Virginia

ALEXANDER CALDER, JR.
Chairman, Union Camp Corporation

Nor1oN Crarpp
Chairman, Weyerhaeuser Company

Davip C. CoLuign
Treasurer, General Molore Cosporation

NoRrws DARRELL
Partner, Sullivan & Cromusell

Jonn D. ppBurts

Chairman, American Telephone & Telsgraph Company

Roserr D1 G.orato
Chairman, Ds Giorgio Corporation

Cris Dosnins
Chairman, Ideal Bosic Industriss, Inc.

James H, Evans
President, Union Pacrfie Corporation

" Cuanues T. Fisuenr, 111
President, National Bank of Detrort

Prentis C. HaLk

Chasrman, Ezecutive Commilise
Broadway-Hale Stores, Inc.

Fren L. HarTLey
Prevident, Union Oil Company of California

Jack K. Horron
Chasrman, Swuhern California Edison Company

GUWHERT W, HUMPHREY

Chasrman, Tte “‘o\na Mining Company
Davip J. Jonra

Vice Presideni #'inanes, E:gon Corporalion

DoNaLb P. KtRCHER
President, The Singer Company

Tromas M. Maciock
President, Allied Stores Corporation

Warrer T. MARGETTS, JR,

President and Treasurer
'udson and Manhaltan Corporation

WiLniam McC. MARTIN, JR.

AugusTINE R. MaRusi
Chasrman & President, Borden, Ine.

Pavur, W, McCRACKEN
Edmund Esra Day Univereity
Professor of Businese Adminiatration
ThAe Univeraity of Michigan

JaMES P, McFARLAND
CAhatirman, General Mills, Inc.

Herbert J. MILLER
Federal Afaire Counsslor, Taz Foundation

Raymonp MoLey

JOHN W. PARTRIDGE
Chairman, The Columbra Gae Syetem, Inc.

W. Tuomas Rick
Chasrman, Seaboard Coast Line Railroad Company

RAYMOND SAULNIER
Professor of Kconomice, Columbia University

Rosert D. 8ruarrt, Jr.
President, Quaker Oate Company

Grorak G, TYLER
Partner, Cravath, Swaine & Moore

Rongrr C. TysoN

Awviv W, Voarik, Jr.
Prasident, The Southern Company °

. JouN F. WATLINGTON, JR.

President, Wachovia Bank & Trust Company

Armur M. Woob
Chairman, Seare, Rosbuck & Company

Trustes on leave

Tur. HoN. ARTHUR F. BurNns

Trustees Advisory Council

Henny T. BobManN

8. Sroan Cory

Freberic G, DonneR
Chairman of The Board of Truelees
A P. Sloan Foundatson
Wauuts B, DunckeL

Bynon K. Evriorr

Ricnard C. GErsTENBERG
Chairman, General Motore Corporation

Frepertck R. Karprt
Guy E, SNaAVELY
James M., Symes
Donawb F, VarLey
Croup WaMpLER

THeoDORE O, YNTKMA

Y&




Foreword

Six years ago a Tax Foundation study
projected the outlook for state-local
government finances in the decade
ahead, under a carefully specified set of
assumptions. The 1966 study, Fiscal
Outlook for State and Local Government to
1976, accurately foresaw & number of
developments which have since occurred.
Yet in various respects, the course of
events has veered from the path as-
sumed, with the result that both revenue
and expenditure levels are now running
far higher than was suggested by
developments up to the mid-1960's.

By their nature, projections are not
predictions or forecasts. They can tell
only what will happen under the assump-
tions specified. When the course of
events departs significantly from earlier
assumptions, the projected levels of
activity become outdated, and it is time
for a new assessment of the outlook.

This study, accordingly, is designed
to revise the previous projections of
state and local finance made for the year
1975, and to present new estimates
extending to 1980, The background sec-
tion (Chapter 1I) gives a capsule view
of developments since 1965, the cutoff
date for the previous study, and

describes the approach and method-
ology, underlying assumptions, and gen-
eral plan of this study.

Within the economic environment
specified, the study estimates the levels
of expenditure for each major state-local
function which would prevail in 1975
and 1980 with real rates of increase per
workload or population unit equal to
those of the 1960's. The revenue
potential from present sources and
prospects for debt financing are next
analyzed. Based on these magnitudes,
and other claims on state-local funds,

.the study evaluates the prospective

ability of state and local governments
generally to meet their financial obliga-
tions during the 1970’s.

Elsie M. Watters, Director of Studies, -
was primarily responsible for the re-
search and preparation of this study.

The Tax Foundation is a private, non-
profit organization founded in 1937 to
engage in non-partisan research and
public education on the fiscal and man-
agement aspects of government. It
serves a8 a national information agency
for individuals and organizations con-
cerned with government fiscal problems.

TAx FounpartioN, INc.
October 1972
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Summary and Conclusions

Long the leading “growth’ sector of
the e.onomy, state-local government
finance gained added momentum in
the period frou. 1965 to 1970, as a new
and higher growth rate was superim-
posed on the previous pattern. General
spending rose from $75 billion in fiscal
1965 to $131 billion in 1970, or more
than three-fourihs. Annual rates of
expansion, which had eased to 74 per-
cent in the first half of the sixties,
jumped to an average 6f 12 percent in
the last half and extended up to 13 and
14 percent in the most recent years re-
ported, far exceeding increases in any
other major sector of the economy.

The rise in expenditures was met in
part from expanded revenues from
existing sources, generated by economic
growth and inflation, as well as through
rapidly rising I'ederal grants. The added
amounts from these sources, however,
we.e insufficient to sustain the upsurge
in spending. To make up the difference,
state-local government units levied new
taxes, raised the raves of taxes in effect,
put higher price tags on services sold—
almost doubling these nontax revenues-—
and borrowed amounts which increased
their financial indebtedness by 44 per-
cent.

As of mid-1972, state-local budgets
generally were in a more comfortable
financial position than had been experi-
enced for many years. This condition
resulted largely from extensive statutory
tax increases in 1971, the accelerated
pace of economic activity, and the sharp

rise in l'ederal categorical grants in
1971 and 1972, There were also indica-
tions that the expansion in revenues was
accompanied by some reduction in
the rate of expenditure increase. More-
over, the states and localities, by the
end of fiscal 1973, were still to receive
some $8 billion in Federal grants under
the revenue-sharing program enacted in
late 1972,

This study probes the influences be-
hind recent trends in state-local finance,
and attempts to ferret out the dominant
influences during the remainder of the
seventies. Revised projections of state-
local finance for fiscal year 1975 update
those published by the Tax IFoundation
six years ago, and new projections are
presented for 1980,

The findings of the study furnish
grounds for cautious optimism con-
cerning the state-local fiscal outlook.
Under the conditions assumed, general
spending and revenues would grow at a
pace which would tend to generate
surpluses of some $13 billion in 1975 and
$9 billion in 1980.

The optimism springs from che ind*. .
tion that general revenues from ::.-
existing structure, without legislativ.
changes in tax rates and with Federal
aid programs as now legislated, would
produce somewhat more than enough
to provide real cost inc.eases per srrvice
unit equal to thcse experienced duving
the sixties as a whole. The major
element tending to mitigate the rise in

11
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Table 1.1
State-Local General Expenditures

Actual and Projected,

Fiscal Years 1960-1980

Amount (bill.ons)

Percent increase

Actual Projected ,

1960-  1970-

F:nction 1960 1970 1975 1980 1970 1980

Total $51.9 $131.3 $214.8 $320.0 153 14
Education® 18.7 . 52.7 80.7 116.9 182 - 122
Local schools 15.2 375 55.5  78.9 147 1
Higher education 32 129 21.8 33.2 324 157

Highways 94 16.4 23.0 29.8 74 8 .
Public welfare* 4.4 147 27.1 39.5 233 169
Cash payments 3.3 7.4 13.4 19.7 123 167
Medical care .5 5.0 10.0 14.2 923 182
Health and hospitals 3.8 9.7 17.6 29.9 155 209
All othier 155 37.8 66.3 104.0 144 175

8. In¢iudes itams not shown separstaly.

Source:! Actual data from U.S. Department of Commerce, Buresu of the Census; projections by Tex

Foundation.

spending is the expected leveling in en-
rollments in educational institutions and
in the number of welfare recipients,
The outlook for a somewhat higher rate
of inflation for the seventies than in the
sixties a8 a whole, as incorporated in
the projections, tends to narrow the
full savings that might otherwise result.

Apart from the caveats implied in
the study’s assumptions, the ability of
states and localities to achieve a lasting
state of financial balance is predicated
on: (1) policy decisions as to how poten-
tial surpluses will be used; (2) future
Federal policy with respect to grant-in-
aid programs; (3) the manner in which
the current controversy over local public
school finance is resolved; and (4) the
willingness of state-local units to cut
back from recent accelerated rates of
expenditure growth to increases which
are more in line with longer-term
averages.

12

The fourth caveat deserves special
emphasis. State-local spending in recent
years has grown at rates (13 and 14
percent annually) which are not sustain-
able over an indefinite period without
new legislative initiatives to enlarge the
revenue base. There is of course nothing
inexorable about the continuation of any
particular historical spending pattern.
However, in a rapidly rising sector of
the economy, where aspirations seem
persistently to reach new pinnacles,
temptations to spend available funds
will be powerful, To some extent dis-
satisfaction over high taxes may be off-
setting. Perhaps the most realistic
interpretation of this study's findings is
not that surpluses will actually occur,
but that the states and localities will
have greater discretion in shaping tax,
spending, and debt policies—more alter-
natives from which to choose—than in
many years. One possibility is the rure
option of tax rate reduction.




According to the projections, state-
local general spending will rise from $131
billion in fiscal 1970 to $320 billion in
1980. (See T'able 1.1.) The ten-ycar rise
of 144 percent would be somewhat less
than the 153 percent growth in the
past decade. In terms of annual rates,
the 1970-1980 rise is equivalent to 9.3
percent, compared to a 9.7 percent
annual rate in the sixties a8 n whole.
Higher rates, averaging 10 percent
annually, are portrayed in the first
half of the projection period, slowing to
8 percent in the latter half of the
decade.

Edueation and welfare are the two
most costly services, and together ac-
counted for nearly three-fifths of the
rise in total spending from 1965 to 1970,
Slower growth in both of these cate-
gories is expected in the seventies. For

EXPENDITURES

all other services combined (i.e., the
total less education and welfare), out-
lays are seen as rising at annual rates
somewhat higher than in the decade of
the sixties, reflecting differential rates
of growth in prices. Among the major
categories of expenditure, the greatest
proportionate growth shows up in
sanitation and sewerage, health and
hospitals, welfare, interest on general
debt, and the varicty of functions
grouped under “miscellaneous.”

Spending would continue to rise at
rates above population and income
gains, with outlays per $1,000 of per-
sonal income growing from $169 in
1970 to $194 in 1980. In per capita
terms, the rise is from $044 in 1970
to $1,386 in 1980, or 115 percent. The
indicated per capita spending level in
1980 is almost five times the 1060
amount (Table 1.2).

Table 1.2
Per Capita Expenditures for Selected State-Local Functions
~ Actual and Projected, Fiscal Years 1960-1980

Amount
Percent increase
Actual Projected

1960-  1970-

Function 1960 1970 1975 1980 1970 1980

Total general $289  $644 $993 $1,386 123 115
Education 104 259 373 506 148 96
Highways - 53 81 106 129 52 60
Public welfare 25 72 125 n 193 137
Health and hospitals 21 47 82 130 124 173
Police and fire 16 32 48 70 101 120
General control® 12 23 K} 49 95 114
Interest on general debt 9 21 35 54 131 152
Sanitation and sewerage 10 17 40 49 74 193

Housing and urban

renewal 5 10 17 25 119 141
Other general 35 82 133 203 133 147

&, Includes financial administration.

Source: Actual data from U.S. Department of Commaerce, Bureau of the Census; projactions by Tax

Foundation,
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Education

Forty cents of every dollar of state-
local general outlays supports public
education. The cost of education is
estimated to increase from $53 billion
in 1970 to $117 bLillion in 1980, or by
122 percent. This averages out at 8.3
percent annually, as compared to a rate
of 10.9 percent in the period from 1960
through 1970. Local public schools will
continue to account for over two-thirds
of the total; however, greater propor-
tionate increases are expected in colleges
and universities. A relaxation in enroll-
ment pressures is expected to exert a
dampening influence on increases in

-both current and capital spending.
- Whereas local public school enroliments
rose by 10 million (nearly one-third)
during the sixties, they have already
reached a plateau at around 46 million,
where they are expected to remain
throughout the seventies. While college
enrollments will go up by about the
same absolute number as in the past
decade (260,000 additions a year), the
percentage rate is less than half as much.
Based on trends in the sixties, operating
costs per student in local public schools
would rise by over 8 percent annually,
and those in higher education by ¢ per-
cent per year.

The slowing in enrollment growth of
public schools and colleges alone will
“save’ states and localities close to $30
billion by 1080; i.e., spending would be
$30 billion higher in that year if en-
rollments and per student costs were to
grow as rapidly as in the 1960-1970
decade.

Local publie school costs, despite the
stationary enrollments, would more than
double between 1970 and 1980, rising
from 837 billion to $79 billion. The full
study discusses possible developments,
including changes in methods of finance

14

ing, which would raise the projected
spending levels.

In contrast to a more than quad-
rupling in outlays for higher education
in the sixties, these costs are estimated
to rise about 2} times, from $13 billion
in 1970 to $33 billion in 1980.

Public Welfare

Public welfare turned up the biggest
surprises in recent years. Long the
third-ranking state-local function in
terms of dollar costs, welfare moved into
second position—next to education—in
1971, In the first half of the sixties, wel~
fare spending grew at 74 percent an-
nually; in the ensuing five years, at 18

‘percent a year. Unusually large increases

4

\
)

continued into 1971 and 1972.

The number of welfure recipients rose
from 7.8 million in 1965 to 13.8 million
in 1970, and by June 1972 had reached
15 million, nearly 11 million of whom
were in the aid for families with de-
pendent children (AFDC) category. A
number of socio-economic and program
factors contributed to the sharp rise.
Some grew out of the war on poverty;
such as formation of community action
groups to help the poor, the National
Welfare Rights Organization, and the
civil rights movement in genecral. All
these factors contributed to a greater
awareness by the poor of their legal
right to public assistance. Court decis-
sions, and state actions expanding
programs to take advantage of matching
Federal funds, were also contributing
factors.

Recent trends suggest that many of
these pressures influencing the growth
in caseloads during the last half of the
sixties may have spent their major
forece. In the 12 months ending June
1972, the increase in cash payment
recipients was only 7 percent, in com-
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parison with 21 percent in the preceding
12 months. Moreover, recent initiatives
at both Federal and state levels will
tend to restrain state-local outlays for
money payments, medical services under
Medicaid, and social services.

The burgeoning in AFDC caseloads
was perhaps the most dramatic factor
on the welfare scene in recent years,
and accounted for 40 percent of the
rise in welfare spending during the six-
ties. The increase in costs of medical
assistance as a result of implementing
the 1965 Federal law establishing Medi-
euid, however, represented 45 percent of
the total increase.

The projections indicate total welfare
outlays of $39 billion in 1980, more than
24 times the 1970 amount of $15 billion,
with the general expansion spread among
cash living allowances, medical pay-
ments, and other services. The projected
annual increase rate, 10 percent, com-
pares with about 13 percent from 1960
to 1970, and with considerably higher
rates in recent years,

Highways and Streets

The provision and maintenance of
some 3.8 million miles of highways and
streets represents the third ranking
state-local service in terms of dollar
costs. The highway share in state-loeal
budgets declined markedly during the
sixties and is expected to fall further
during the seventies, The projections
indicate an expenditure rise of 82 percent
from 1970 to 1980, from $16 to $30
billion. The projected annual rate, 6.1
pereent, is above that of the sixties,
but significantly lower than for other
major functions. Beeause of extremely
large inereases in highway construction
and maintenance costs, the real volume
of work has been, and is projected to be,
virtually on a plateau, Gapital outlays
make up about two-thirds of highway

outlays; maintenance expenditures, how-
ever, are incrensing at a faster pace.

To some extent highway spending is
restrained by existing financing arrange-
ments, especially in the face of pressures
for spending on projects with seemingly
higher social prioritics. A number of
new lederal highway programs have
opened up in recent years, and others
can he expected as the 42,500-mile
interstate system, four-fifths of which is
open to traffic, nears completion (now
scheduled for 1976). Although three-
fourths of all roads and streets lic outside
the Federal aid system, Federal policy
will continue to exert a strong influence
on state-local highway developmants,

Health and Hospitals
Spending for health and hospitals,

the fourth largest eategory, is projected
to rise from less than $10 billion in

1970 to $30 billion in 1980, approxi- .

mately tripling. The rate-—12 percent
annually—is higher than that of the

sixties as a whole, and above that

indicated for most other services,

State-local governments own and
operate 2,257 hospitals, serving an
average of 630,000 patients daily in
1970. The institutions provide care for
97 percent of patients in all psychiatric
hospitals, about three-fourths of those
in long-term general hospitals, and for
aver one-fifth of those in short-term
general hospitals,

Recent trends, as incorporated in the
projections, imply that state-local health
and hospital services have held their
share of the market among all public
and private providers of such services
and will continue to do so in the years
shead. In particular, the administrative
role of state-loeal hospitals in the
nation’s total has been maintained, both
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Table 1.3
State-Local General Revenue

Actual and Projected, Fiscal Years 1960-1980
Amount (billions)
- _ Percent increase
Actual Projected —_—

1960-  1970-

Function 1960 1970 1975 1980 1970 1980

Total $50.5 $130.8 $227.6 $329.0 159 152

State-local sources 43.5 108.9 179.2  262.1 150 141

Taxes 36.1 86.8 140.3 201.1 140 132

Current charges 53 149 25.7 39.5 180 166

Miscellaneous 2.1 1.2 13.2 21.5 245 197
Federal grants 7.0 219 48.4 67.0 213 206 .

Source: Actual data from U.S. Department of Commerce, Bureau of the Census; projections by Tax

Foundation.

for general patients and those needmg
specialized treatment.

On the other hand, out-of-pocket
-costs to state and local treasuries have
not risen as fast as outlays. These
hospitals bece me more “self-supporting”
during the sixtics, as the share of current
expenditures financed from fees and
user charges rose from 27 percent in
1960 to 39 percent in 1970. Medicare and
Medicaid appear to be largely re-
sponsible. These developments confirm
indications six years ago to the effect
that the financial responsibility of state-
local units for health and hospitals
might diminish with the introduction of

new financing, but that the administra-
tive role would generally be maintained
or enlarged.

Other Expenditures

The four most costly functions dis-
cussed above make up about 70 percent
of all state-local general spending. Out-
lays for the mixed category—*“all other,”
including such services as police and
fire, interest on debt, sanitation and
sewerage and others—are projected to
rise from $38 billion in 1970 to $104
billion by 1980, or 175 percent, at a
rate somewhat higher than in the sixties
generally,

REVENUES

Significant changes in state-local rev-
enue structures took place during the
sixties. The most rapidly rising revenue
source—in percentage terms—was stute
income taxation, State and Federal aid
grew far more rapidly than receipts
from local sources. As o result, the share
of local governments in financing state-
local programs dropped from 45 percent
in 1960 to 39 percont in 1970. Revenues
raised by localitios in 1970 were about

1

odie
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13 pereent (88 billion) less than they
would have been under the 1960
distribution of irtergovernmental finan-
cial responsibilities.

Morcover, the performance of the
property tax, beginning about the
middle of the sixties, reflected these
trends. In the postwut period up to
1960 the property tax provided between
46 and 48 percent of state-local taxes.
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This share dropped to 44 percent Ly
1965 and further to 39 percent by '970,
the latest year reported. In terms of its
contribution to total state-local geneial
revenues from all sources, the decline
was even more precipitous—propry
tax yields fell from about 33 percen: of
these revenues in 1960 to 26 percent in
1970.

Based on the 1970 structure, general
revenues are projected as rising from
$131 billion in 1970 to $329 billion by
1980, or about 2} times, somewhat
less than during the previous decade.
{See Table 1.33.)

These are the amounts the present

revenue system, without further tax-

raising legislation or new l'ederal aid
programs, would produce. If the present
tax system were left to itself, total
taxes would rise to around $201 biilion
by 1980, about 2.3 times their size in
1970. The outlook would be for a
continuation of more intensive use of
individual income taxes, stability in
general sales tax shares, and further

OVER-ALL

Under the conditions assumed, general
revenues would exceed spending by
around $13 billion in 1975 and by $9
billion in 1980, or by 6 percent and 3
percent, respectively. The margins are
not large, Lt surpluses of even this
mognitude would be unusur! for the
general accounts. These accounts ure
usually in a deficit position hecause of
the long-standing tradition of financing
sizable portions of capital outlay by
borrowing, plus some use of short-term
borrowing., Loan proceeds are not in-
cluded in “revenue,” and the retirement
of debt issues does not enter as an
“expenditure.” The full study explores
debt and other transactions and their
relutionship to the general accounts.

declines in the role of selective sales,
property, and miscellancous taxes. The
property tax, although its role in the
structure would continue to decline, as
has been the pattern in recent years,
would still be by far the largest single

“tax source, with yiclds of around $50

billion by 1975 and $70 billion by 1980,

Nontax revenues from state-local
own sources are projected to grow from
$22 billion in 1970 to $61 billion in
1980.

Federal grants-in-aid, $22 billion in
fiscal 1970 (and an estimated $43 billion
in fiscal 1973), are seen as rising to $67
billion by 1980. The projections assume
the legisiative extension of the recently
enacted Federal revenue sharing pro-
gram to 1980. For categorical aid pro-
grams, the projections imply that grants
will grow commensurately with state-
local expenditures for the associated
programs. By 1980 Federal aid would
account for 20 percent of state-local
general revenues, up from 17 percent in
1970.

FINANCE

The study also examines forces in-
fluencing debt financing, and finds that
growth in debt during the sixties was
far less than in the previous decade
and that outstanding debt rose much
less rapidly than did revenues and
expendittires. Total debt, around $70
billion in 1960, was equal to 1.48 times
annual general revenues from state-
local own sources; by 1970, while debt
had risen to $144 billion, its ratio to
own-source revenues had declined to
1.12, According to the projections, total
debt would rise to $310 billion by 1980.
(See Table 1.4.)

Annual long-term borrowing for new
capital is projected to rise from $18

17

0




billion in 1970 to $26 billion in 1975
and $35 billion by 1980. Cash and
security holdings of state-local units—
exclusive of insurance trust systems for
pensions and other purposes—are esti-
mated to rise from $64 billion in 1970
to $145 billion in 1980. These represent
funds held as offsets to long-term debt,
funds from the sale of bonds held pend-
ing completion of construction, con-
tingency reserves, and working capital.

CoNcLUDING

Within the economic environment
specified, this study has attempted to
answer two basic questions; (1) What
would the existing revenue structure
yield in the seventies if left alone—that

_is, without new or higher legislative

increases in taxes, with nontax sources
following their past trends, and with
Federal grants based on programs al-
ready in effect? and (2) What levels of
expenditures could be expected with
rates of improvements ‘in state-local

Examination of the broader scope of
state-local financial transactions leads to
a narrowing of the potential surpluses
a8 shown in the general accounts, but
the difference rests mainly on somewhat
arbitrary assumptions built -into the
model as to the amounts of horrowing,
debt retirement, and additions to liquid
assets. Actually state-local officials can
exercise a considerable degree of discre-
tion in such decisions. (See Table 1.5.)

STATEMENT

services per workload or population unit
equal to those of the sixties as a whole?

It has been shown that, given the as-
sumptions, the present revenue system,
at existing tax rates, will produce about
24 times as much in 1980 as in 1970
Growing expenditure requirements
would pre-empt much of this growth.
There would, however, within this
framework of analysis, be a budget
margin of some $1:3 billion—around 6

Table 1.4

Perspectives on State-Ldcal Debt
Actual and Projected, Fiscal Years 1960-1980*

Debt as percent of

Total debt
outstanding Own-source Personal
Fiscal year (billions) revenues Income

Actual:

1960 $ 70.0 148 17

1965 99.5 146 19

1970 143.6 124 18
Projected:

1975 211.2 112 18

1980 310.0 113 19

a. Debt as of the end of the fiscal year.

Source: Actual data from U.S. Department of Commerce, Bureau of the Census; projections by Tax

Foundation,
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Table 1.5

Summary of Source and Use of Major State-Local Government Funds-
Actual and Projected, Fiscal Years 1965-1980

(Billlons)
Actual Projected
Source or use 1965 1970 19_75 1980
Source of funds:
General revenue $74.0 $130.8 $227.6 $329.0
Profit on liquor stores .3 4 5 .6
New long-term security issues  11.2 12.8 5.9 3.7
Other borrowing® 1.1 4,2 1.5 1.5
Total funds available 86.6 148.2 255.5 1365.9
Use of funds:
General expenditures 74.5 131.3 214.8 320.0
Long-term debt retired 5.0 7.0 10.0 15.0
Employee retirement 1.8 3.3 6.1 11.2
Deficit on utility operations 1.0 1.2 2.3 3.8
Additions to liquid assets 4.5 3.7 9.7 10.4
Total funds required 86.9 146.5 22,9 360.3
Funds available less funds
required -3 +1.6 +12.6 +5.5

" 0. Excludes receipts, expenditures, and liquid essets of sociel insurance systems; utility end liquor

store operetions ere entered on a net basis. Also excludes some Interfund and other transections

not deteiled seperately in Bureesu of the Census reports.
b. Net increese in totel debt outstending minus the ditference between long.term debt {ssued and

retired.

Source: Actuel data from U.S. Depertment of Commerce, Buresu of the Census; projections by Tex

Foundation.

percent—in 1675, with the percentage
shrinking somewhat by the end of the
decade. Experience with past budgets
suggests that such margins are highly
volatile.

Nevertheless, the projection results do
not foretell broad general problems of
fiscal crisis for state and local govern-
ments. Nor do they suggest a rosy
financial future for each of the 71,000 or
so taxing jurisdictions. There are needs
not being met, and acute fiscal problems
in some areas, particularly in some large
and old cities. How to solve these
“‘pocket” problems within our present

intergovernmental revenue system, de-
spite years of discussion, still remains
something of an enigma.

Finally, the projections imply no
value judgment as to how much of the
nation’s total resources should be chan-
neled into the public sector, how much
should be financed by each level of
government, or the suitability of dif-
ferent tax sources in supporting govern-
ment programs. Future decisions on
these broad policy questions, as they
evolve, will havean extremely important
influence on the actual course of state-
local finance in the seventies and beyond.
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Backgroimd and Assumptions

Six years ago, analysis of the financial
outlook for states and localities led to
the conclusion that, at least in the
aggregate, these governments were bet-
ter off than was generally realized. The
projections were based on information
available through fiscal year 1965 and
on assumptions which seemed appropri-
ate in the existing economic and social
setting. Under the conditions specified,
the conclusions were that existing rev-

enue structures—without new or higher
statutory rates of taxes, and with growth
in Federal aids already legislated—
could support expenliture increases
averaging about 7 percent annually in
the decade ending in 1975, Taking into
account probable caseloads, costs, and
prices, the study found that this rate of
increase could take care of real im-
provement in over-all state-local services
at the same rate as in the previous

Table 2.1

Comparison of 1965-Based Projections for State-Local Finance
and Actual Results for Fiscal Year 1970

General revenues

Own Federal
sources grants Total expenditures
Bittions of dollars
Projections:
Original amounts® 88.3 20.3 108.6 105.9
Adjusted for '‘excess’’ price
growth® 100.7 23.1 153.8 120.7
Actual 108.9 21.9 130.8 131.3
Percent deviation, actual versus projections
Actual compared to: '
Original projections® +23.3 +7.9 +20.4 +-24.0
Projections adjusted for '‘ex-
cess’ price growth® +8.1 ~5.2 +5.7 +8.8

s, Original projections were presented in Fiscal Outlook for State and Local Government to 1975, Tax Foun.
dation, New York, 1966,
b, The original projections assumed a general price rise of 1.6% per year, 1965 to 1970; the actual rise

was 4.25% annually, Adjustmen. for this differentis! results In raising the 1965-based projections by
14% for 1970,
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Table 2.2
Annual Rates of Change, Selected Price and Cost Measures

1960-1970
(Percent)
Serles 1960-1965  1965-1970
Consumer price index 1.3 4.2
Medical care prices 2.5 6.2
Hospital daily service charges - 6.2 13.4
Construction costs 2.7 6.6
implicit price deflator—state-local
purchases 3.1 6.0
Average annual employee salarles:
State-local 4.3 7.0
Private industries 3.7 . 5.5

Source: Cumputed from data pubtished by U.S. Department of Commercs.

decade, and—other financing con-
sidered—surpluses were a possibility in
1970 and 1975.

While the rate indicated was lower
than the annual growth in outlays
during the 1955-65 decade-—somewhat
over 8 percent—there were a number of
signs suggesting a tempering of the
future rate of increase. The potentially
decelerating influences were primarily
manifest in the changing population
patterns that lay ahead, and the
catching up that had been achieved on
investment backlogs accumulated during
the forties.

The 1965-Based Projections and
Recent History

It scarcely needs saying that the
course of events thus far has deviated
substantially from the path indicated by

A%

the projections. In the first five years
following the 1965 benchmark, general
revenues grew not at the rate of 7 per-
cent annually, but by 12.1 percent;
at the same time spending rose by
12.0 percent a year, By 1968, expendi-
tures had almost reached the levels
which had been projected for 1970; and
by 1970, they were 24 percent above
the amounts projected. Revenues were
20 percent higher (T'able 2.1).

What caused these substantial dif-
ferences? The major villain was inflation.
The projections assumed moderate rates
of general price incrense, according to
the trend of the first part of the sixties.
The actual experience was thut general
prices went up three times as rapidly in
the latter half of the sixties as in the
first half. The “excess’ rise in prices, as
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compared to the assumed rate, ac-
counted for a sizable portion of the

spread between projected and realized

levels for fiscal 1970. Even with the
adjustment for general prices, however,
the 1970 outlays were nearly 9 percent
higher than the projections, and
revenues about 6 percent higher.

General price measures are not, of
course, alwogether suitable for adjusting
public expenditures for price effects,
because governments buy only limited
quantities of the kinds of things that
go into the market basket of the typical
American family. There were similar
‘“unanticipated’ increments—above
-those in general prices—in state-local
outlays for personal services, which
make up about two-fifths of expendi-
tures, as pressures were put on budgets
to meet employee salary increases
averaging 7 percent annually (com-
pared to 53 percent in the private
sector). (See Table 2.2.) Prices paid for
construction prcjects, hospital and
health services, and still other items
important in state-local hudgets, ad-
vanced far more rapidly than did con-
sumer prices generally. Reflecting these
influences, the implicit price deflator
for state-local purchases of guods and
services rose at an annual rate of 6.0
percent from 1965 to 1970, nearly 2
percentage points in excess of the annual
rise in consumer prices generally.!

Adding to these difficulties was the
struggle of states and localities to
finance their share of the explosive
growth in welfare—both cash living
allowances, and increases in the costs of
new Medicaid programs far exceeding

ofticial estimates made when Federal
enabling legislation was enacted in 1965,
There were some moderating influences
as had been foreseen, placing restraints
on expenditure growth in the latter
part-of the sixties. For example, the
earlier, decline in birth rates led to
slackening in the rate of increase in
public school enrollments and in other
services for children. Growth in service
requirements for the aged moderated,
reflecting slower increases in the num-
bers in this age group as well as extended
Federal social insurance coverage, in-
cluding Medicare. But such retarding
influences were more than offset by
others working in the opposite direction.

Econumic growth and inflation also
had the effect of automatically gen-
erating additional revenues, but not to
the extent of the expenditure increase.
To meet the rise in spending, state-local
general revenues were increased from
$74 billion in 1965 to $131 billion in 1970
(857 billion), or by over three-fourths
(Table 2.3). Federal aids, rising rapidly
in this period, provided $11 billion of the
added revenues, but four-fifths of the
increment came from sfate-local own
sources, a great deal of it from tax-
raising legislation. In addition, the
states and localities almost doubled their
revenues from charges and fees and
miscellaneous sources from 1965 to 1970,
Moreover, to pay for large capital out-
lays, not all of which are financed from
general revenues, state-local units bor-
rowed in amounts which brought their
gross debt at the end of fiscal year 1970
to $144 billion, 44 percent higher than
five years earlier.

1. State-local expenditures, when adjusted for the rise in consumer prices, rose st an annual rate of
7.6 percent from 1965 to 1970, as compared to 5.7 percent annually when adjusted by the implicit
price wefiator. 'This defiator, prepared by the Bureau of Economic Analysis, U.8. Department of
Commercs, is preferable to the consumer price index in some respecta in translating current-dollar
state-focal expenditures into real terms. It has two distinct disadvantages, however: it treats
increases in government employee compensation as price increases, allowing for no rise in pro.
ductivity or quality; and it excludes transfer paymenta,
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Table 2.3

Selected Measures of Change in State-Local Finance

Selected Fiscal Years, 1960-1970
(Dollar Figures in Billions)

Percent increase
Series 1.0 1965 1970 1960-1965 1965-1970 1960-1970
Total expenditures $61.0  9$86.6 $148.1 42 n 143
General, total 51.9 7.5 131.3 44 76 153
Education 18.7 28.6 52.7 53 85 182
Public welfare 4.4 6.3 14.7 43 132 233
All other 28.8 39.7 63.9 38 61 122
Capital outlay 15.1 20.5 29.6 36 4 9%
Current operations 4.9 66.0 118.4 44 79 158
Total revenues $60.3 $87.8  $150.) 46 n 149
General, total 50.5 74.0 130.8 a7 n 159
Own sources 4.5 63.0 108.9 45 73 150
Taxes 3.1 51.2 86.8 42 69 140
Other 1.4 1.7 2.1 58 88 198
Federal grants 7.0 1.0 2.9 58 98 213
Gross debt $70.0 $99.5 $143.6 42 44 105
Wages and salaries $25.2 $38.5 $66.5 53 73 164
Number of employees
(thousands)* 5,530 6,849 8,501 24 24 54

a. Fulltime equivalent basis.
Source: Basic data from U.S. Department of Commerce, Bureau of the Census, and Bureau of Economic
Analysis. Computations by Tax Foundation.

Underlying Assumptions
In This Study

Recent developments have heightened
awareness of the fact that state-local
finance is responsive to circumstances
and events which also have an important
impact on other sectors of the economy,
including the individual business con-
cern. These influences cover a broad
range of natural, social, economic, and
political elements-—both domestic and
international. Underlying the projec-
tions is the basic assumption that there
will be no revolutionary change in any
of these factors during the seventies.
In particular, it is assumed that the
extent of United Status involvement in

international military conflicts will be
no greater than at present. Another
caveat is that there will be no serious
depression; the projections are con-
sistent, however, with short-run cyclical
swings such as those which have oc-
curred since World War I1.

Population. Population trends are
important in appraising the outlook, as
regards both growth in numbers and
changes in characteristics such as age,
regional location, urban-rural-suburban
distribution, ethnic composition, and
other attributes. Trends in most of these
characteristics during the 1970’s seem
likely to follow ulong the patterns
experienced in the past decade. Total
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Table 2.4

Population of Selected Age Groups
Actual and Projected, 1960-1980*

Elementary
and
Total sacondary College 65 and
Year population school age® age® over 21-64
Number (thousands) '

Actual:

1960 180,684 44,19 16,122 16,659 92,177

1965 194,592 50,002 20,202 18,162 96,696

1970 204,800 52,518 24,625 20,156 103,956
Projected: '

1975 217,375 49,969 21,114 21,859 112,658

1980 233,798 49,985 29,360 23,703 122,111

Numerical change (thousands)
1960-1970 24,116 8,322 8,503 3,497 11,779
1970-1980 28,998 -2,533 4,735 3,547 18,755,
Percentage change

1960-1970 +13.3 +-18.8 +52.7 +20.9 +12.8
1970-1980 +14.2 —4.8 +19.2 +17.6 +18.0
a. AsofJulyl,
b. Age5-17.

c. Agn 18-24.

Source: U.S. Departmant of Commerce, Buraau of the Census.

population is projected to rise from
around 205 million in 1970 to 234
million in 1980, 1.3 percent annually,
the same rate as in the past decade.?
There will, however, be some significant
changes in the age distribution with
implications for stet~-local finance.

Projections for selectec age groups in
1975 and 1980 are show:i: in Table 2.4.
These estimates reflect tl e effect of de-
clining birth rates, resulting in a reduc-
tion in the population of etementary and
secondary school age, and a slackening of
more than one-half in the rate of growth

in the college-age group. The number
65 and over will continue to rise at
rates above those of the population at
large and at about the same rate as in
the sixties,

One particular age characteristic
merits mention because it affects poten~
tial economic output. That is the labor
force age group. Whereas this group is
defined technically as those aged 16
and over, most workers are from ages
21 through 64. Almost two-thirds of
total population growth in the seventies
will be in these age groups (21-64), as

2. B8ee Appendix 1 for a range of alternative projections.
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compared to less than one-half the
‘population increase during the sixties.

General Iiconomy. Present indica-
tions are that the labor force will rise
from 86 million in 1970 to 101 million
by 1980, or by 15 million persons. This
represents an annual increment of 1.5
million, or 1.6 percent. (See Table 2.3.)
Assuming productivity gains of 2.5
percent per worker,? gross national prod-
uct, measnred from 1969, would rise
by 4.1 pcreent annually in constant
dollars. The projections are also based
on the assumption that general price
inflation will gradually taper off from
its recent high rates of over 5 percent to
3.5 percent annually by 1973 and will
drop further to 3.0 percent in the latter
half of the seventies.

If these assumptions materialize, gross
national product iv current dollars
would rise from $929 billion in 1969 to
$1.5 trillion in 1975 and $2.1 trillion by
1980. Measured from calendar year
1970, when the economy was in reces-

sion, the current-dollar projected rise
for the deeade is 120 percent, or slightly
over 8 percent annually, It can also be
assumed that changes in income dis-
tribution will continue to follow trends
in the past decade, with larger and larger
portions of all families shifting to
higher income brackets and a decline in
the portion with income below sub-
sistence levels,

Methodology

In state-local governments decisions
to spend are generally not made inde-
pendently of revenue considerations.
Most government units are required to
have balanced budgets for current
operating purposes, and restrictions are
placed on the amounts which can be
borrowed. This linkage between spend-
ing and taxing is most obvious in the
case of the property tax, for which rates
are set periodically in connection with
consideration of local expenditure plans,
e.g, in school districis. Similarly, the

3. This rate is for both the public and private sectors; for the private sector alone, the rate 18 some-
whet higher, since government productivity i held constant in the national income accounts.

Table 2.5
Projections of Selected Economic Aggregates
1970-1980
Projected
Actual
Series 1970 1975 1980
Labor force (millions) 85.9 92.8 100.7
Gross national product (billions):
Curient dollars $974 $1,510 $2,140
1969 dollars 923 1,183 1,446
Index numbers (1969 = 100):
General prices 100.0 127.7 148.0
Preductivity 100.0 116.0 131.2

Sourcs: Actual data from Bureau of Labor Statistics, U.S. Department of Labor; and Bureau of Economic
Analysis, U.S, Department of Commerce; projuctions by Tax Foundation.
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governors present to state legislatures
budgets incorporating an expenditure
plan, along with a revenue plan, often
including a request for new or increased
taxes.

There can also be a reverse effect.
Knowledge of the availability of a given
sum in revenues, if it seems larger than
anticipated expenditure, is likely to
evoke pressures for spending the “‘sur-
plus,” given the apparently insatiable
aspirations for more and better govern-
ment services (and higher salaries)
characteristic of the times.

The projections generally do not take
into account the potential interdepend-
ence of revenue and expenditure deci-
sions. Expenditures are projected for
each major function separately without
regard to the manner in which they are to
be financed.* Wherever possible—mainly
in education and public welfarc—the
method utilized is that of projecting
caseloads, unit costs, and prices, based
on legislative programs already in effect.
However, an “improvement” factor per
unit is added—equal to the real rate of
change during the sixties as a whole.
Thus to the extent that expenditure
increases per cascload during the past
decade were the result of legislative
changes, similar cffects are carried over
into the projections.

I‘or functions for which caseloads are
not readily identifiable or subjeet to
enumeration, outlays are projected on
the assumption that real per capita
increases will he equal to the rates
experienced in the perind from 1960 to
1970. It should be emphasized that the
period of the sixties was not homo-
gencous. Whereas the first hal{ was
characterized by moderate increases in
state-local expenditures, the rates of

expansion accelerated markedly in the
second half. The projections assume
that these recently accelerated rates of
change will moderate, yielding a trend
pattern in between the extremes experi-
enced in the two periods.

As for revenues, tax yields are pro-
jected on the basis of the 1970 tax
structure, adjusted for new state tax
enactments in 1971, but exclusive of
any future new taxes or statutory
increases in existing rates. Two cate-
gories of receipts do take account of
expenditure trends: revenues from user
charges and fees are estimated by linesar
extrapolation of recent trends in their
relationship to expenditures by function;
and the share of categorical Federal
grants-in-aid is projected as rising com-
mensurately with state-local expendi-
tures for the associated functions, with
some adjustments for Federal grants
enacted recently.?

The outlook for debt financing is con-
sidered to be a funection of projected
levels of capital outlay. On the expendi-
ture side, the projected levels of general
spending are adjusted upward for addi-
tional financial requirements, such as
increases in liquid assets commensurate
with growth in debt and scale of
operations.

Concepts and Definitions

Although the study draws on data
prepared by various agencies, the con-
cepts and definitions used in the pro-
jections are those of the Governments
Division, Bureau of the Census, of the
U.S. Department of Commerce. The
Census classifications provide a frame-
work for analysis and synthesis of major
government functions into meaningful

4, Hee Appendix I for detalled methodology for each function.

6. In particular, allowance has been made for (a) general revenue sharing enacted in 1972 for a
five-year perfod. with the projections assuming continuation of this program at a similar jevel
through 1980; and (b) Federal grants under the “clean-water' bill approved in 1972,
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totals. While some other agencies
provide more abundant detail on their
operations, comparable data are not
available for all functions of govern-
ment.

Throughout the study, principal em-
phasis is on the general government
sector, which encompasses all govern-
ment reventie and expenditure except
that for utility, liquor store, and
-insurance trust amounts.® These latter
activities are generally, though not
always, self-supporting.

Content and Organization

Chapters III through VI deal with
expenditures for the major functional
groupings—education, welfare, health
and hospitals, and highways. In Chapter
VII a summary of expenditures is

presented for all functions, along with
per capita and related data. Revenue
considerations constitute the subject of
Chapter VIII. The final Chapter pre-
sents projections for other operations
(non-general) which require partial
support from general funds, and the
outlook for over-all finance.

In treating each major subject, an
attempt is made to define the concept
of activity under consideration, to
analyze historical trends with a view to
identifying the underlying causal factors
and gaining better perspective on future
trends, and to present the assumptions
behind the projections, along with the
projections themselves. Background
material of limited interest to the
general reader, and detailed assumptions
utilized in the study, are contained in
the Appendix.

€. The term utilities here relates only to water supply. electric power. gas supply, and transit systems
owned and operated by local governments, Other commercial-type operations of government—
port facilities, airports. housing projects. and toll agencles—are treated as part of the general
government sector. Governmenial Finances in 1069-70, Bureau of the Census, U.S. Department of
Commerce, Washington, D.C., 1971, p. 1.

27




111,

Expenditures for Education

Forty cents out of every dollar of
state-local general expenditure goes to
support education. Among all levels
of government, education outlays rank
second only to those for national de-
fense. More than 50 million students
attend publicly controlled schools and
colleges, nearly one out of every four
members of the population at large, and
instructional staffs number close to 3
million. Four-fifths of all educational
expenditures are made by publicly
controlled institutions.

State-local spending for education,
$52.7 billion in fiscal 1970, was almost
three times its level at the beginning
of the decade, with the greatest accelera-
tion occurring in the last five years. In
recent years funds allocated to educa-
tion have represented a stable portion
of state-local budgets, but have grown
consistently at rates above the rise in
personal income and in population.!

Reports of problems and limitations
in the educational system make fre-
quent headlines, whereas achievements
often go virtually unnoticed. Inputs do
not necessarily correspond to outputs,
but the figures demonstrate that efforts
have been substantial. During the
gixties, for example, public institutions
awarded 23 million high school diplomas
and a large share of the nearly 8 million
college degrees carned. State-local in-

stitutions added over 850,000 persons
to their instructional staff, and invested
$70 billion? in educational buildings and
other capital facilities. Among other
influences, these developments contrib-
uted to rising educational levels in the
population at large. For example, today
nearly four out of five 18-year-olds are
high-school graduates; ten years ago the
portion was only two out of three.
Moreover, for persons 25 years old and
over, the median number of school
years completed rose to 12.2 in 1970,
as compared with 10.6 in 1960 (and 8.6
years in 1940).

The intergovernmental arrangements
for financing and administering public
education are shown in Table 3.1. Local
schools administer (and disburse) about
70 percent of all educational outlays
through funds provided in part by
grants-in-aid from higher levels, pri-
marily states. The states have principal
responsibility for administering higher
education, although their financial role
in local school support is greater. From
a budgetary standpoint, about 40 per-
cent of state general expenditures go for
education (direct and intergovern-
mental) and 47 percent of local funds.
Although amounts have risen somewhat
in recent years, Iederal outlays for
education make up only about 2 percent
of Federal general spending.

1. The relationship of spending for specific functions to total budgets and to population and income
is shown in Chapter VII. Data on enroliments and instructional staff as discussed here are based
on material in Digest of Educational Statistics and related publications of the U.S. Department of
Health, Fducation. and Welfare, Office of Education. Expenditure data are from the U.8. Depart-

ment of Commerce, Bureau of the Census.
2. In dollars of 1069~70 purchasing power.
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LocaL ScHooLs

Local public schools enroll nearly 46
million students, nine out of ten of the
combined total for public and private
schools, and employ an instructional
staff of 2.3 million (Table 3.2). In
fiscal 1970 public school outlays totaled
$37.5 billion, 2} times their size ten
years earlier.? This growth reflected an
expansion of almost one-third in en-
rollments, a doubling of per student
outlays for current operations, and a
rise of three-fifths in capital outlays.

Until very recent years tremendous
expansionary pressures have been
exerted on public school finance—by
sharp increases in the population of
school age, although other cost factors
have also risen. I'rom 1950 to 1970—
public school enrollments grew by 20
million, an average of 1 million per
year. This was in sharp contrast to

previous experience. At the turn of the
century the nation’s public schools
enrolled around 15 million, The numbers
rose gradually to 25 million by around
1930, and remained almost unchanged
throughout the thirties and forties. Thus
the numerical rise since 1950 has been
twice the increase recorded during the
entire first half of the twentieth century ¢

Influences behind Recent Trends

The postwar upsurge in births, leading
to a larger population of school age by
the early fifties, was accompanied by
other developments increasing public
school enrollments. Except for some
lessening in enrollment growth, the
sixties generally witnessed a continua-
tion of long-term trends. Increasingly
larger portions of the school-age popula-

3. “‘Local schools” comprise all direct expenditure by local governments, regardiess of the source of

funds, for education other than for institutions

of higher education. Direct spending by states for

public schools i8 not included. Also excluded are local government contributions to teacher retire-
ment systems, interest on school debt. and debt retirement. Current expenditures cover instric-
tion—salarles, free toxthooks, supplies, etc.: administration: plant operation and malntenance:
and miscellaneous school services principally linked to attendance, pupil transportation, school
lur:ches (on a gross basis), recreation, and others.

4. In relative terms the rise was 80 percent from 1950 to 1970. and 67 percent from 1900 to 1050,

Table 3.1

Expenditures for Public Educa

tion by Level of Government

and Type of Institution
Fiscal Year 1970
(Millions)
All Level of government
govern-
Type ments Federal State Local
Total expenditures (a) $8,897 $30,865 $38,970
intergovernmental (a) 5,844 17,085 32
Direct $55,771 3,053 13,780 38,938
Local schools - 37,461 — 437 37,024
Higher education 12,924 —_ 11,011 1,914
Other 5,385 3,053 2,332 —
a, Entries not additive because of overlapping intergovernmental payments,
Source: U.S. Department of Commaerce, Bureau of the Census.
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Table 3.2

Selected Factors Affecting Local School Finance’
Selected Years, 1959-60 — 1969-70

Percent Increase
Period Annual rate

1959- 1964~ 1959~ 1964-

Factor 1959-60 1964-65 1969-70 64 69 64 69
Enroliment and staff .
(thousands):
Population, aged
5to17 43,209 49,661 52,841 14.9 6.4 2.8 1.2
Enroliment, private
and public:
Total 40,782 47,716 51,319 17.0 1.6 3.2 15
Private 5,600 6,300 5700 12.5 -9.5 24 <20
Public 3,182 41,416 45619 17.7 10.1 33 1.9
Elementary 26911 30,025 32,597 11.6 8.6 2.2 1.7
Secondary 8211 11,391 13,022 37.7 14.3 6.6 2.7
Public schools:
Average daily at-
tendance 32,477 38,600 42,283 18.9 9.5 35 1.8
Instructional staff,
total 1,463 1,811 2,210 23.8 25.3 4.4 4.6
Classroom
teachers, total 1,355 1,648 2,014 216 22.2 4.0 4.1
Elementary 832 940 1,108 13.0 17.9 25 3.3
Secondary 524 708 906 35.1 28.0 6.2 5.1
Other instruc-
tional staff 108 163 256 50.9 657.1 86 9.5
Expenditures:
Toctal (thousands)  $15,166 $21,9%6 $37,461 44.8 70.5 7.7 1.3
urrent
(thousands) 12,263 18,679 32,803 523 75.6 8.8 1.9
Capital (thousands) 2,903 3,287 4,658 13.2 4R7 2.5 1.2
Current expenditures ‘
per student in
average daily
378 484 776 28.0 60.3 5.1 9.9

attendance

a. See also price and cost indexes in Table 2.3,

Source: Computed from data published by U.S. Depertment of Health, Education, and Welfere; and
U.S. Department of Commerce, Bureau of the Census.

tion entered school, remained longer,
and chose public rather than private
schools. Today total school enrollment
in all elementary and secondary schools
equals 97 percent of the population in

30

the ages from 5 through 17 years. Public
schools absorbed 99 percent of the
over-all rise in enrollments during the
sixtien, a8 the numbers in private
schools increased less than 2 percent—
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from 5.6 million in 1959 to 5.7 million
in 1969.

Numerous influences other than en-
rollment growth have contributed to the
rise in public school expenditures. Table
3.2 illustrates. The relatively greater
increase in high-school level students
than in elementary grades added to
over-all pupil costs, both because of
differentials in teachers’ salaries and
pupil-teacher ratios. In both ele-
mentary and secondary schools, the size
of the instructional staff grew more
than proportionately to the growth in
students. In the period from 1965 to
1970 alone, 196,000 teachers were added
to take care of enrollment increases,
and another 170,000 to reduce pupil-
teacher ratios, Thus pupil-teacher ratios
in elementary schools declined succes-
gively from 28.7 in 1960 to 27.9 in 1965
and 24.8 in 1970. In high schools the
ratio remained steady at 21.5 pupils
per teacher from 1959 to 1965, but
dropped to 20.0 in 1969-70. Generally
rising prices meant higher expenses for
such items as pupil transportation,
library resources, textbooks, supplies,
maintenance services and other goods
and services purchased by local school
systems.® Teachers’ salaries, which make
up three-fifths of current opersting
school costs, rose, on the average, by
substantially more than did general
prices.

This analysis highlights two points:
in recent years, as well as in the decade
ending in 1965, factors other than en-
rollments and general prices have ac-
counted for the greatest part of the
growth in school spending; and the force
of these factors became especially pro-

nounced during the latter part of the
sixties. During the decade ending in
1965, increases in numbers of students
accounted for about one-third of the
constant-dollar rise in operating costs;
in the following years, the importance
of enrollment gains fell to 17 percent of
the total rise. In this context the major
measurable factor—claiming a large
share of the total rise—~was the increases
in average teachers’ salaries above the
rise in consumer prices.

Trends in educational costs per
student appear sensitive to rising in-
comes and standards of living generally.
One measure of this effect is seen in the
relationship of changes in current ex-
penditures per student to per capita
income. On the average during the
sixties an increase of 1 percent in per
capita income was associated with a
rise of 1.25 percent in per pupil outlays
for education; that is to say, per pupil
spending rose at an annual rate exceed-
ing by one-fourth the concurrent rate
of rise in per capita income (both
measured in dollars of current pur-
chasing power). As a result, per pupsl
current expenditures rose from 17 per-
cent of per capila personal income in
1960 to 20 percent in 1970.

Although capital outlays rose far less
rapidly than those for current opera-
tions, the dollar levels of 1970 spending
vvere three-fifths higher than ten years
earlier. Modest year-to-year increases in
the period up to 1965 were followed by
much sharper gains in the latter par of
the period. During the entire ten-yecar
period, over 700,000 new schoo! rooms
were built at total costs, measured in
1969-70 dollars, of $46.3 billion.®

8, Numerous examples can be cited: e.g., in the decade ending in 1968 costs of transporting puplile
at public expense increased 24 times, reflecting the rise in enrollments, an increase in the portion
of pupils being transported at public expense, and rising costs of operating buses; the average
price of a hardcover book (excluding texts) rose by 77 percent; more expensive teaching eyuipment
was introduced; more attention was devoted to handicapped or exceptional children.

6. Projections of Educational Statisiica to 1979~80, U,8, Department of Health, Education, and Welfare,
Office of Education, Washington, 1971, p. 986.




Did the availability of funds have
pronouineed effects on school outlays in
the sixtics? The answers are not clear.
There has been no major shift in
intergovernmental arrangements for
public school finance since the late
forties (Table 3.3). The local govern-
ment share, coming largely from prop-
erty taxes, accounts for about 56
percent of the total; the states through
grants-in-nid pay 37 percent, and the
remainder comes from the Kederal
government, largely under provisions of
the Elementary and Secondary Educa-
tion Act of 1965 (ESEA). According
to U.S. Office of Education estimates,
ESEA had the effect of raising current
school spending in 1969-70 by $4.4
billion, or 15 percent above the level

Table 3.3

Percentage Distribution of Local
School Revenue Receipts by Source

Selected School Years, 1929-1970

Source of funds

School

year* Total Local® State Federal
1929 100.0 82.7 16.9 .4
1939 100.0 68.0 30.3 1.8
19499 1000 57.3 39.8 2.9
1959 100.0 56.5 39.1 4.4
1967 100.0 54.4  36.6 9.0
1968 100.0 55.2 36.7 8.1
1969 100.0 55.8 36.9 7.3
1970 100.0 55.5 37.0 7.5

a. Represents beginning date of school year.

b, includes other sources.

Source: U.S. Department of Health, Education,
and Welfare, Office of Education.

7. 1bid., pp. 53, 93.

excluding the effects of that legislation.
Aniong the effects of ESEA were the
addition of some 200,000 classroom
teachers in the past five years, prinei-
pally serving to reduce pupil-teacher
ratios in programs for the dis-
advantaged.”

As regards capital spending, the
failure of numerous school bond issues to
gain voter approval in recent years has
been highly publicized. As Table 3.4
indicates, in 1969 and 1970, for the
first time during the decade, less than
one-half of the funds sought in bond
electrens was approved. The trend of
approval has been downward since 1965.
Actual bond sales and school capital
outlay do not appear, however, to have
been influenced significantly by the
results of bond elections. In the latest
years reforted, capital outlays have
trended upward in relation to bond
sales. Although the evidence is not con-
clusive, these trends cast some doubt
on the notion that voter opposition has
exerted strong influence in holding down
school capital ottlays.®

Factors Affecting the Outlook

Local public school finance in the
seventies will be determined by enroll-
ment patterns, an< perhaps to a greater
extent, as was true in the sixties, by a
host of economic and poliey variables
influencing costs per pupil in attendance.

Enrollments. During the seventies,
for the first time in three decades, it
now appears that pressures on public
school resources resulting from enroll-
ment gains alone will be nil. While some
uncertainties exist, the outlook is gen-

8, Several limitations apply to judgmenta in this area: (a) not all honds are subject to voter approval;
(b) voter approval and actual sales of bonds do not necessarily occur within the same fiscal year:
and (c) there is no way of knowing how much larger capital outiays would have been in the absence
of voter reactions. The relationship between bond sales and capital outlay i8 discussed in Section

IX.
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erally for a period of stability, with en-
rollment levels remaining on a plateau
at around 46 million (Table 3.5). There
will be growth in secondary schools,
offset by declines in elementary schools.

The zero-rate growth in the decade
ahead results from an expecied decline
of 5 percent in tlie population of school
age (5 to 17 years), attributable to the
lowering of birth rates in the sixties.
-Partly offsetting are two factors: (1)
continued shifts in the portion of
students going to public as compared to
private schools and (2) the tendency
of increasingly larger portions to remain
in school until they receive high school
diplomas.

It should be noted that these projec-
tions depend in part on assumptions

about future fertility rates as well as
shifts from private to public schools.
Thus they are subject to some error.

Within the range of assumptions now
generally accepted, however, the margin
of error resulting from fertility as-
sumptions appears relatively small. The
choice of ‘assumptions will not affect
the 1975 projections, since children
who will be in school then are already
born. By the 1979-80 school year, the
projections for kindergarten and the
first four grades do depend upon the
course of future birth rates, and total
enrollments could vary within a rela-
tively narrow range.?

After rising slowly in the early
sixties, private school enrollments

9. See Current Population Reports, serles P-25, No, 470 (November 1971), U.S. Department of Com-

merce. Bureau of the Census,

Table 3.4

Public School Bond Elections and Pelated Factors
Fiscal Years 1960-1970

Bond elections

Exhibit

Par value (millions)

Percent of |

Capital outlay

bonds passed Bond as percent of
Fiscal year Total Passed (by value) sales bond sales
1960 $2,672 $1,792 67.1 $2,198 128
1961 1,605 1,218 75.9 2,357 122
1962 1,849 1,273 68.9 2,568 116
1963 2,659 1,851 69.6 2,274 119
1964 2,672 1,900 1 2,570 122
1965 3,129 2,485 79.4 2,823 131
1966 3,560 2,652 74.5 2,883 130
1967 3,063 2,119 69.2 3,254 123
1968 3,740 2,338 62.5 2,917 146
1969 3,913 1,707 43.6 2,904 160
1970 3,300 1,600 49.5 2,813 181

a. Notall bond issues require voter approval.

Source: U.S. Department of Health, Education, and Welfare, Office of Education.
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Table 3.5
Enroliments and Attendance in Public Elementary and Secondary Schools®
Actual and Projected, Selected School Years, 1954-1979

Enroliments Average
daily

School year® Total Elementary Secondary attendance

Number (thousands)
Actual:
1954 29,549 23,106 6,443 26,978
1959 35,182 26,911 8,271 32,477
1964 41,416 30,025 11,39 38,600
1969 45,619 32,597 13,022 42,283
Projected: :
1974 45,800 30,900 14,900 42,400
1979 45,600 30,600. 15,000 42,200
Numerical change, 5-year intervals (thousands)
1954-59 5,633 3,805 1,828 5,499
1959-64 6,234 3,114 3,120 6,123
1964-69 4,203 2,572 1,631 3,683
1969-74 181 -1,697 1,878 117
1974-79 - 200 - 300 100 — 200
Percentage change, 5-year intervals

1954-59 19.1 16.5 28.4 20.4
1959-64 17.7 11.6 37.7 18.9
1964-69 10.1 8.6 14.3 9.5
1969-74 4 - 5.2 14.4 3
1974-79 - .4 - 1.0 g - .5

a. Regular day schools only.

b. Represents beginning date of school year.

Source: Actual data and projections from U.S. Department of Health, Education, and Welfare, Oftice of
Education, Computations by Tax Foundation,

reached a peak of 6.3 million in the
years from 1963 through 1966. Since
then the trend has been downward, with
enrollments dropping by 400,000 (about
10 percent) by the 1969-70 school year.
The projections incorporate a further
decline of 300,000 students by 1972,
with the level remaining stationary at

5.4 million throughout the remainder of
the seventies. Severe deterioration in
the financial status of private schools,
le »~ing to massive school closings, could
of course serve to displace even more
pupils from private schools and to add
correspondingly more to local public
school systems. !0

10.  Appeals of parochial and other nonpublie schools for government financial support from state and
Federal sources have thus far met with little success. Loosening of gstrictions against such ald
cotuitd, of course, gerve to maintain levels of nonpublic enrollments, with the effect for public coffers
showing up in aid to nonpublic schools rather than in the form of enroliment changes.
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-influence on

Also of potential—though lesser—
enrollments are future
trends in nursery school attendance,
primarily in the 3- and 4-year age
group."! Altogether, some 1.1 million
children attend public and private
nursery schools. The number more than
doubled from 1965 to 1970, in spite of
a decline in the population in the cor-
responding age groups. The number
enrolled in Head Start and similar
programs sponsored by public agencies
increased from 127,000 to 333,000 in the
five-year period, or 162 percent. Private
prekindergarten enrollments, however,
still outnumber public enrollments by
more than two to one. The number of

3- and 4-year olds will rise from 8 -

million in 1970 to within a range of 8
and 10 million in 1980.!2

Despite the foregoing uncertainties, it
would appear, on balance, that the
enrollment projections are generally
accurate within a relatively narrow
band for error, and that enrollment
trends can be expected to have a
moderating influence on future spending
for local public schools.

Per Pupil Expenditures. Apart from
enrollments, there are a number of
proposals under discussion which, if
approved, would tend to cause spending
per pupil to rise above rates of the
sixties. A full discussion lies beyond the
scope here, and no estimates of financial
effects are attempted. At least three
deserve mention, however: (1) recom-

mendations for more attention to educa-

tion of the disadvantaged, particularly
preschool ages in urban areas;? (2)
proposals for greater attention to the
needs of an estimated 2 million “gifted
and talented” students in secondary
schools who can benefit from educational
programs or services other than those
provided by the regular school pro-
grams;" and (3) numerous different
proposals for revisions in intergovern-
mental arrangements for public school
finance. To some degree the trends in per
student costs during the sixties reflect
improvements in educational opportuni-
ties for special groups, such as the
disadvantaged and the gifted. The
projections allow for similar effects in
the seventies. Undoubtedly the largest
questions in future educational finance
appear to turn on the means of financing
publie schools.

For some years proposals have been
advanced for shifting a greater share of
the tax burden for publie school finance
to higher levels of government, and
away from the local property tax. Sug-
gestions have taken various forms. Some
would abandon the loeal property tax
completely as a source of school support;
others take the form of attempting to
improve state-local intergovernmestal
aid formulas to remove inter-area dis-
parities in per student educational
resources, placing less over-all reliance
on the property tax. Again, some groups
advocate virtually complete state take-

11. Data in this paragraph on enroliments are based on the October 1970 survey of *‘Schoo! Enroll-
ment in the United States: 1970, Current Population Reports, Series P-20, U.S. Department of
Commerce, Bureau of the Census, March 5 1971,

12. Current Population Reports. Seriea P-26, o

cit.
13, See, for example. Education for the Urban Dfsadvamaaed from Preschool to Employment. A State-
ment on National Policy by the Research and Policy Committee of the Committee for Economic

Development., New York. New York. 1971.

14. In November, 1971, the U.8. Commissioner of Education released a report on the education of gifted
and talented youth based on a study required by Congressional mandate under the Elementary
and Secondary Education Amendments of 1969, Among other findings, the report noted that
education for such children rates a very low priority at the Federal, state. and most local levels.
H.E.W. News, Press Releage, Office of Education, Washington, D.C.. November 22, 1971.
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over of public school costs,' and others
see massive increases in Federal grants
as the solution to problems in financing
the schools.

Recent judicial decisions challenging
present methods of school finance lend
new currency to issues in school finance,
by questioning the constitutionality of
the local property tax as now levied for
the support of local .chools.'® A fuil
discussion lies beyond the scope of this
study. At heart of the issue is the fact
that property iax collections, which
financed some $18 billion of local school
outlaysin 1970, produce wide disparities
among school districts in per pupil
resources, thus leading to unequal
educational opportunities. The U.S.
Supreme Court will rule on an appeal
from the Texas case in the session
beginning in October, 19727 Early in
1972 President Nixon asked the Ad-
visory Commission on Intergovern-
mental Relations to study the value-
added tax as a possible means for
financing an expanded Federal share of
educational costs and at the same time
achieving other tax reforms, The Com-
mission’s report is expected in late 1972,

Whatever the outcome of these pend-
ing questions in Federal policy, recent
recommendations in the states suggest
an expanded role of the states in public
school finunce and the evening-out of
per pupil spending disparities amoeng

school jurisdictions. Widespread ap-
proval of such proposals could be
expected to raise school spending ahove
the levels it would otherwise reach, for
two reasons: (i) It is axiomatic that
raising per pupil spending in the poorer
districts to amounts prevailing in the
average or above-average districts will
increase total spending (there have been
few suggestions that spending would be
reduced in the more wealthy districts).
(2) Moreover, research suggests that the
mere process of shifting financing to
higher levels tends to lead to higher
costs than would otherwise prevail. In
particular, increases in the portion of
school costs borne by the state, unless
accompanied by offsetting restrictions
on local taxing powers, can generally
be expected to result in higher levels of
combined state-local spending. These
effects would result from the higher
elasticity of state taxes and the broaden-
ing of the total tax base, as well as
through lessening restraints on growth
which might otherwise be exercised by
local oppositio.  to  property tax
increases.'s

Projections—Local Schools

While uncertainties exist on all sides,
it is probably safer to make stronger
assertions concerning the likelihood of
relative stability of future enrollments
than about future expenditures., The

15.

16.

17,

18,
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As early as 1969, for example, the Advisory Committee on Intergovernmontal Relations recom-
mended state assumption of *‘substantially all * responsibility fo. financing public school education
(State Aid to Local Governmenis), Recently several state commissions and two Federally financed
groups have made similar proposals: The President's Commission on School Finance (Schools,
People & Money—The Need for Educational Reform, 1972) and National Education Finance Proj-
oct headed by Roe L. Johns of the University of Florida (Future Directions for School Financing . ..,
1971).

The first of these was Serrano v. Priest, August 30, 1971, California Supreme Court. Others followed
in Minnesota. Toxas. New Jersey, and Arizona. For a summary of the hackground. see David H.
Kurtzman, *'The Courts Yook at Educational Equality,” Taxr Recfew, Tax Foundation, June
1972, Other references to current discussions appear in Public School Finance, Research Bibliography
No. 49, Tax Foundation, July 1972,

In Rodriguez et al. v. San Antonio Independent School District, a three-judge U.8. District Court
ruled that the present method of financing Texas public schools is in violation of both the United
States and Texus constitutions and ordered the legislature to work out new financial arrangements.
1.8, District Court, Western District of Texas, San Antonio Division, Civil Action No., 68-175-SA.
December 23, 1971,

For diacussion of the effect of diftercnt state-aid formulas on local school spending. see H, Thomas
James and othets. Wealth, Erpenditure and Decision-Aaking for Education. School of Education,
Stanford University. Stanford, California, 1063, p, 34 1., and Jerry Miner, Socfal and Economie
Fuctors {in Spending for Public Education. Syracuse University Press, Syracuse, 1003, p, 85.




projections appear in Tables 3.6 and
3.7.

Operating Costs. For operating costs
per pupil, the projections incorporate
the pattern of increase experienced
during the sixties. From 1960 to 1970,
average outlays per student more than
doubled, rising from $370 to $776, an
average annual rate of 7.4 percent.
Adjusted for the rise in general prices,
the increase was 4.7 percent per year.
Since it is assumed that prices for the
seventies as a whole will go up some-
what more rapidly than in the sixties,
the projected rate of increase in per
student outlays from 1970 to 1980

rises to 8.2 percent. Thus per student
costs would go up about 120 percent, to
a level of 81,706 by 1980. This rate of
change, approaching 5 percent per
student ia real terms, would raise cur-
rent local school costs by $40 billion
between 1970 and 1980, in dollars of
current purchasing power. Per pupil
outlays would rise from the present 20
percent of per capita income to around
24 percent—or, as in the sixties, at a
marginal rate exceeding the per capita
income rise by one-fourth.

CapitalQutlays. Notwithstanding the
leveling in enrollments, construction of
new schoolrooms can be expected to

Table 3.6
Expenditures for Local Public Schools by Object
Actual and Projected, Selected Fiscal Years, 1955-1980
Current operations
Total
local Total Average Capital
Fiscal year schools current per pupil outlay
Amount (millions)
Actual:
1955 $10,129 $ 7,300 $ 2714 $2,739
1960 15,166 12,263 378 2,903
1965 21,966 18,679 484 3,287
1970 37,461 32,803 776 4,658
Projected:
1975 55,466 49,862 1,176 5,604
1980 78,875 71,993 1,706 6,882
Percent increase, selected intervals

1955-60 50 66 38 6
1960-65 45 53 28 13
1965-70 ) 76 55 42
1970-75 . 48 52 52 20
1975-80 42 44 45 23
1960-70 147 167 105 60
1970-80 111 119 120 48

Source: Basic data from U.S. Department of Commaerce, Bureau of the Census. Computations and pro-
jections by Tax Foundation.
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continue in order to serve needs created
by such factors as migration, obsoles-
cence, destruction by fire and urban
development, and school reorganization
and consolidation. The projections fore-
gee an extension of trends in the sixties,
with the construction of 700,000 new
classrooms during the deecade, at total
costs (1969-70 dollars) of $49 billion,
about six percent more than in the
sixties as a whole. (See Table 3.7.)
When allowance is made for increases in
constrnetion costs, annual expenditure
levels would rise from $4.7 billion in
fiscal 1970 to $6.9 billion in 1980, or
48 percent,

Over-All Exzpenditures. These com-
ponents add up to total projected public
school outlays of $55.5 billion in 1975
and $78.9 billion in 1980, in comparison
with the $37.5 billion expended in
1970. Tor the decade as a whole, the
indicated annual rate of increase is 7.7
percent, as compared to 9.5 percent
during the sixties as a whole, and with
11.3 percent during the last half of the
sixties. The differential rate of growth
is largely accounted for by the outlook
for stability in enrollments, and the
resulting effects on both current and
capital costs.

Hicser EbpucaTtion

About two-fifths of the nation’s 2,525
institutions of higher education are
operated by state and loeal govern-
ments. These institutions enroll around
5 million students, about 70 percent of
the combined total in public and private
colleges, and engage professional staffs
of close to 600,000 persons. Among the
public institutions, the majority —634 —
are two-year colleges; the 426 four-year
institutions, however, account for over
three-fourths of total enrollrnents.?

Measures of higher education expendi-
tures vary widely according to how
“higher education’” is defined. Various
concepts are reported by different
agencies, resulting sometimes in wide
disparities in stated amounts of spend-
ing. The reasons have to do largely with
disparate functions performed by col-
leges and universities. In addition to
instructing students beyond the high-
school level, these institutions earry on
numerous other aectivities, such as
operating hospitals, experimental farms,
laboratory schools, cafeterias, sports

events, book stores, and research; and
providing financial aid to students.

The definition adopted here, as in the
rest of this study, is that of the Bureau
of the Census. Under this concept,
revenue and expenditure for dormitories,
athletic events, and other auxiliary
services are on a gross basis. (On the
whole, these activities are more than
self-supporting.) The Census definition
excludes from ‘“higher education’” the
following: agricultural experiment sta-
tions an! extension services (classed
under natural resources); university-
operated hospitals serving the public
(clussed under hospitals); and state
supervision of schools and colleges, state
tuition grants, and fellowships (all
classed under “other education’’).

Influences behind Recent Trends

Expenditures for higher education
more than quadrupled in the sixties,
rising from $3.2 billion in 1960 to $12.9
billion in 1970. As in other activities,
expansion in the latter half of the sixties

19, See Appendix 1 for the derivation. The basic projections are those of the U.8, Office of Education.
20, Digest of Educational Statistics, 1970, U.8, Department of Health, Education, and Welfare, Office

of Education, and velated repotrts,
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was markedly greater than in the first
half. Table 3.8 illustrates some of the
underlying influences.

The sheer crunch of growing enroll-
ments has been the most obvious factor
in the rise in higher education costs.
This trend stemmed in part from the
fact that persons of college age became
more numerous, increasing at the rate
of 4.4 percent annually, rearly four
times the rate of the total population.
These effects were accentuated by the
continuation of other trends, resulting
in a rising portion of high-school
graduates entering college (now 60
percent as compared to 52 percent a
decade ago). For public institutions,
these influences were compounded by
the tendency of an increasingly larger
portion of students to enter publicly
controlled colleges, as opposed to
private. This deveiopment was especially
pronounced in the latter part of the
sixties, when entollment in private
institutions grew by less than 3 percent
annually, whereas attendance at public
institutions rose by 11 percent per year.
During the sixties as a whole, public
colleges and universitics absorbed 83
percent of the growth in enrollments,
an increase for these institutions of 3.7
million students (full and part-time),
or 175 percent.

Unlike the trend in local public
schools, additions to college instructional
stafl.: tended to rise slightly less rapidly
than enrollments. Other influences on
outlays—average salaries, general prices,
construction costs—had results com-
parabio to those described above for
local schkools.

The rise in errollments alone appears
to have explained more of the increase
in expenditures in colleges and univer-

Table 3.7

Construction of Public Elementary
and Secondary School Classrooms
and Capital Outlay

Actual and Projected for Five-Year
Periods, School Years 1955-1979

Class Capital outlay in
rooms  1969-70 dollars®
com-
pleted Total
School (thou- (mil- Per
* year® sands) lions) room
Actual;
1955-59 343  $20,900 $60,900
1960-64 344 21,600 62,800
1965-69 359 24,700 68,900
Projected:
1970-74 350 24,500 70,000
1975-79 350 24,500 70,000

a. Represents beginning data of school year.
b. Adjusted by Associated General Contractors
construction cost index.
Source: U.S. Depe-tment of Health, Education
and Welfare, Office of Education.

sities than in the local public schools,
particularly in recent years. Average
current expenditures per student in
colleges increased at the rate of 6.7
percent annually from 1965 to 1970, or
by 2.5 percent when adjusted for general
price changes. In local schools, the per
student cost increase, measured in real
terms, was 5.7 percent. The most ap-
parent explanation of this differential is
that & considerable portion of the
teachers added served to reduce the
ratio of pupils to teachers, whereas in
the colleges, these ratios appear to have
remained  relatively  unchanged.?!
Another tactor of influence was the
changing mix of college students as

21. For a discussion of other factors, including the effects of studunt nnrest, tending to hold down
public appropriations, see The Carnegie Commission on HKigher Education, The More E[Jactive
Use of Resources~—An Imperative for Higher Education, MeGraw-Hill. New York, 1072, pp. 28-20,
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Table 3.8

Selected Factors Affecting Higher Education Finance-
Selected Years, 1959-60 — 1969-70

Percent increase

Period Annual rate

1959- 1964~  1959- 1964-
Factor 1959-60 1964-65 1969-70 64 69 64 69

Enroliment and staff
(thousands).

Populationaged18-21 9,280 11,519 14,236 24.1 23.6 44 4.3
Enroliment, private
and public, total 3,571 5,280 7,917 47.9 49.9 8.1 84
Private 1,438 1,812 2,08 26,0 14.7 4.7 2.8
Public 2,134 3,468 5,840 62.5 68.4 10.2 11.0

Public institutions:
Degree-credit enroll-

ment, total 1,984 3,180 5,260 60.3 65.4 9.9 10.6
4-year 1,628 2,559 3,95 57.2 54.9 9.5 9.2
2-year 356 621 1,204 744 108.4 11.8 15.8

Full-time equivalent 1,648 2,671 4,53% 62.1 69.8 10.1 11.2
Professional staff

pcsitions, total® 230 3%3 589 53.5 66.9 9.0 10.8
Instructional staff 189 283 479 49.7 69.3 8.4 11.1
Other positions® 40 70 110 75.0 57.1 118 9.5

Expenditures:

Total (thousands) $3,202  $5,863 $12,924 83.1 120.4 129 17.1
Current (thousands) 2,443 4,418 10,219 80.8 131.3 12.6 18.3
Capital (thousands) 759 1,445 2,705 90.4 87.2 13.7 1i3.4

Current expenditures

per studentd 1,564 1,764 2,444 128 38.5 2.4 6.7

Average charges per
studente;
Tuition, board and
room, total $822 $950 $1,198 156 26.1 3.0 4.8
Tuition and re-
quired fees 202 243 320 20.3 31.7 3.8 5.7
Board! 413 436 511 5.6 17.2 1.1 3.2
Dormitory rooms 207 2n 367 309 35.4 55 6.3

See also price and cost indexes, Table 2.3.

tncludes full-time and part time proiessional positions in 4.year and 2.year institutions of higher
education,

Includes administration and services, and organized research.

Per full-time equivalent degree-credit student.

Per full-time undergraduate resident degree-credit student,

. 1-.day basis.

ousce: Actual data from U.S. Department of Health, Education, and Welfare, and U.S. Department of
Commerce; computations by Tax Foundation.

-

weeap

oA




Table 3.9

Total and Full-Time Enroliments in Public Institutions of
Higher Education, by Institutional Type-

Actual and Projected, Selected School Years, 1954-1979

Enroliments Total,
full-time
School year® Total Four-year Two-year equivalent

Number (thousands)

Actual:
1954 1,359 —_ — 1,306
1959 1,984 1,628 356 1,562
1964 3,180 2,559 621 2,504
1969 5,260 3,965 1,294 4,181
Projected:
1974 7,023 5,235 1,788 5,542
1979 8,671 6,409 2,262 6,798
Nuinerical increase, 5-year intervals (thousands)
1954-1959 625 — —_ 256
1959-1964 1,19 931 265 942
1964-1969 2,080 1,406 673 1,677
1969-1974 1,763 1,270 494 1,361
1974-1979 1,648 1,174 474 1,256
Percent increase, 5-year intervals
19541959 46 —_ - 20
1959-1964 60 57 74 60
1964-1969 65 55 108 67
1969-1974 3 32 38 33
1974-1979 23 22 27 23

8. Degree-credit students.
b. Represents beginning dat~ of school year.

Source: U.S. Department of Heaith, Education, and Weifare, Office of Education; and Tax Foundation
computations.

between two-year institutions, where student rose at a rate one-tenth lower
costs are lower, and the four-year in- than the rate of rise in personal incon-e.
stitutions. Still another yardstick of this
difference lies in the comparison with
personal income. While per pupil local
public school current spending increased
during the sixties at s rate one-fourth
in excess of the rise in per capita persona!
incomes, spending per full-time college

During the last half of the sixties
capital outlays for higher education
totaled $12.8 billion in current dollars,
nearly twice the $6.7 billion spent in
the preceding five years. With adjust-
ment for construction cost increases, the
increase was, however, less than three-
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fifths. Since 1966 capital outlays have
been relatively stable at close to $2.6
billion annually in current dollars, and
have actually declined when measured
in dollars of constant purchasing power.

Outlook for College Enrollments

Enrollment projections of the U.S,
Office of Education, as incorporated in
this study, appear in Table 3.9. On a
full-time equivalent basis, the number
of students is estimated to rise from 4.2
million in 1969-70 to 6.8 million by
1979-80. The projected rate of increase
for the coming decade is 63 percent, far
below the 168 percent absorbed during
the past decade. The numerical change,
howaver, will continue to be about the
same as in the sixties as a whole, averag-
ing 262,0C - a year. This rise will exceed
that of any previous period other than
the latter half of the sixties, when the
average year-to-year increase reached a
peak at 335,000.

Population in the college age group
will grow only one-third as rapidly in
the decade ahead as in the sixties. It is
expected, however, that the portion
entering college will continue to rise, as
more 18-year olds graduate from high
school, and a larger share of them go on
tu college. Reinforcing these influences,
for public institutions, will be a con-
tinuation of enrollment gains above
those in private institutions. The pro-
jeetions envisage rates of increase for
the two-year colleges somewhat higher
than for other institutions, although
the differential is less than in recent
years,

Question may be raised as to whether
educational policy in the seventies will

reducc academic and financial bar-
riers to college entrance to a greater
extent than in the past. To promote
equality of opportunity, some institu-
tions have adopted open-admissions
policies, providing open access for all
high-school graduates and otherwise
qualified persons—at least to community
colleges, and some also to four-year
institutions,?? The projected enrollments
foresee a rise in the portion of high-
school graduates going on to college
from 60 percent at present to 68 percent
by the end of the decade. More wide-
spread use of the open-door policy than
now exists would very likely be ac-
companied by a rise in this percentage.
An example at hand, perhaps somewhat
atypical, is that of the City University
of New York. According to a study by
University researchers, in the first year
after an open-admissions policy was
introduced, the number of the city’s
high-school graduates going on to some
form of full-time higher education rose
from 57 percent in the previous year to
76 percent.?®

I'urther lowering of financial barriers
to college nttendance could also result in
higher enrollments, somewhat above the
levels projected here. In some opinions,
opportunities for free education (i.e., at
public expense) should extend beyond
elementary and high schools at least
through the two-year college level, and
some institutions already follow this
practice. Still other efforts to lower
financial barriers tauke the form of
attempts to provide additional student
nids in the form of government-sub-
sidized loans or direct grants to students.
I'or example, proposals in the 1972

One organization which has endorsed the open-admissions policy for community colleges is the

Carnegie Commission on Higher Education. (8¢e The Open-Door Colleges—Policies for Community
Colleges, MeQGraw-Hill, New York, New York, June 1970). In making this endorsement, the Com-
mission commented as follows: “The community colleges have a particular role to play in assuring
squality of opportunity to all Americans. 1'he Cominission, while supporting open access, does

22,
not belleve that all young people either want higher education or can benefit from it , . "
23, Reported in The New York Times, May 11, 1971, p. 43,
? R
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Federal budget for student aid in the
form of grants, work-study payments,
and loans would raise the number of
students aided under Federal programs
from 1.7 million in 1969-70 to 3.9
million in 1972-73.2¢

The costs of rising enrollments may
be offset in part by the more effective
use of existing resources. A study of the
Carnegie Commission on Higher Educa-
tion, examining the recent financial
stringencies in public and private col-
leges, cited the need for higher education
to get back to its historic rate of
increase in per student costs (i.e., rates
experienced from 1930 to 1960).2 Among
the principal sources of savings recom-
mended by the Commission were holding
costs per student down by generally
halting creation of new Ph.D. programs
and concentrating doctoral training and
Federally supported research in fewer
institutions; moving toward year-round
operation to gain maximum use of
capital facilities; cautiously raising the
student-faculty ratio; re-examining
faculty teaching loads; and improving
management.

The Carnegie Commission also sees
“windfall” changes that should auto-
matically serve to dampen growth in
spending for higher education. Faculty
salaries, for example, are seen as rising
less rapidly than private wages and
salaries in the seventies, instead of
more rapidly as in the sixties, The
continuing shift of enrollments to two-
year colleges will slow the rise in per
student costs. And, finally, research
expenditures by the Federal govern-

ment, according to the Commission, are
likely to rise less rapidly in the seventies
than in the sixties generally, when the
increase averaged 10 percent annually.

Projections—Higher Educ: ion

The projections assume that on the
average, per student outlays—in real
terms—wil! rise by 2.5 percent annnally,
the same rate as during the sixties as a
whole. With general price effects in-
cluded, the annual rate becomes about
6 percent for the decade ahead, as com-
pared to 5.3 percent in the sixties. From
1970 to 1980, average per student
operating costs would, under these as-
sumptions, rise from $2,444 to $4,388,
or about four-fifths (Table 3.10). Allow-
ing for the increase in enrollments
previously discussed, current operating
expenditures for public institutions of
higher education would rise by 192
percent, as compared to 346 percent
from 1960 to 1970.

The indicated slackening in enroll-
ment growth would have a similarly
dampening influence on capital outlays.
Studies of the U.S. Office of Education
indicate that over a five-year period,
eachadditional full-time student requires
capital outlays of $7,867 (constant
1969-70 dollars), very close to expendi-
tures in the sixties. Measured from
1969-70, however, to 1979-80, there
would be a decline of close to 20 percent
in constant dollar terms. Allowing for
construction cost increases, this trans-
lates to an increase of about one-fourth,
with current dollar capital spending
rising from 827 billion in 1970 to

24, For a deacription of these and other Federal alds, vee The Budget of the United States Government,
Appendiz, Fiscal Year 1072, pp. 446~449. For other Federal ald proposals, see Quality and Equalfty:
Revised Recommendations—New Levels of Federal Responsibility for Higher Education, Carnegle
Commission on Higher Education, McGraw-Hill, New York, June 1070. The Commission rec-
ommends Federal alds to public and private institutions of $10.6 billlon in 197677 and $12.8
billjon in 1979-80, primarily for student ald programa, cost-of-education supploments. and research.

26. The More Effective Use of Resources, op. cit., pp. 16-10. 1t 1s to be noted that the Commission's
data are based on a different concept of expenditure than the Bureau of the Census definition

utilized in this atudy.
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$3.4 billion in 1980. This rate of increase
is less than one-tenth as great as that
which occurred from 1959 to 1969,

Total current and capital expenditures
for public institutions of higher educa-
tion arq projected to rise from $12.9
billion iM 1970 to $33.2 billion by 1980.
Thus whma expenditures during the

sixties mord,_than-quadrupled, the out-

look for the seventies is for further ex-

pansion to about two and one-half times
1970 levels. Expressed in other terms, the
annual rate of increase in higher educa-
tion outlays during the seventies is
shown as 10 percent, in comparison with
16 percent in the past decade.

Summary of Projections

Table 3.11 summarizes the projections
for all categories of education, along
with historical comparisons.

Table 3.10

State-Local Expenditures for Higher Education, by Object
Actual and Projected, Selected Fiscal Years, 1955-1980

Current operation

Total,
higher Total Average Capital
Fiscal year* education current per student® outlay

Amount (millions, except per student)

Actual:
1955 $ 1,570 $1,258 $ 963 $ 312
1960 - 3,202 . 2,443 1,564 759
1965¢ 5,863 4,418 1,764 1,445
1970 12,924 10,219 2,444 2,705

Projected:
1975 21,773 18,544 3,346 3,229
1980 33,185 29,830 4,388 3,355

Percent increase, selested intervals

1955-60 104 94 62 143
1960-654 92 93 20 90
1965-70 120 131 39 87
1970-75 68 81 37 19
1975-80 52 61 3 4
1960-70 324 346 67 256
1970-80 157 192 80 24

e. Represents ending date of {.5cal year.

b, Per full-time equivelent degree credit enroliment,

c. Beginning In 1965, expenditures for "‘atomic research,” amounting to $292 million in that year, are
excluded from higher education. Projections follow the new definition.

d. Percentages for 1960-1965 only are calculated on the older definition, which Includes stomic rasearch

in both years,

Source: Actual expenditure deta from U.S. Department of Commerce, Bureau of the Census, end the
U.S. Department of Health, Education, and Welfare, Office of Education. Projections end com-
putations by Tax Foundation. Projections of capital outiays are based on office of Education date,
adjusted to the Buresu of Census concept and for the assumed rise in prices for capital

purchages,
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Table 3.11

Summary of State-Local Expenditures for Public Education
Actual and Projected, Selected Fiscal Years, 1955-1980

Type of institution
All Local Higher
Fiscal year institutions schools education Other
Amount (millions)
Actual:
1955 $ 11,907 $10,129 $ 1,570 $ 20
1960 18,719 15,166 3,202 351
1965 28,563 21,966 5,863 735
1970 52,718 37,461 12,924 2,332
Projected:
1975 80,746 59,466 21,773 3,307
1980 116,877 78,875 33,185 4,817
Percent increase, selected intervais
1955-60 57 50 103 67
1960-65 53 45 83 109
1965-70 85 n 120 217
1970-75 53 48 68 50
1975-80 45 42 52 3/
1960-70 182 147 304 564
1970-80 122 11 157 107
Percent of total educational expenditures

1955 100.0 85.1 13.2 1.8
1960 100.0 81.0 17.1 1.9
1965 100.0 76.9 20.5 2.6
1970 100.0 1.1 24.5 4.4
1975 100.0 68.7 21.0 4.3
1980 100.0 67.5 28.4 4.1

Source: Actusl data from U.S. Department of Commerce, Bureau of the Census; computations and
projaections by Tax Foundation.

4b




IV.
Expenditures for Public Welfare

Various concepts of “‘public welfare”
yield wide-ranging estimates of dollar
costs. Perhaps the broadest definition,
developed by the Social Security Ad-
ministration, places welfare expenditures
under all public programs at $143 billion
in fiscal 1970, an amount equal to 15
percent of the gross national product
and 47 percent of all government
outlays.! In this context, social welfare
covers those activities that directly
concern the economic and social well-
being of individuals and families. In-
cluded are social insurance, education,
public aid, health and medical, veterans
programs, public housing, and miscel-
laneous welfare services such as voca-
tional rehabilitation and child welfare.
State-local units financed over $66
biliion, or 46 percent of welfare activities
80 defined.

The scope of public welfare with which
this section deals is more limited. Public
welfare, as used here and as defined by
the Bureau of the Census, covers
“support of and assistance to needy
persons contingent upon their need.”
Most aid is of two types: direct cash pay-
ments to the needy, and vendor pay-
ments to private suppliers for medical
care and other services provided under
welfare programs. Other public welfare
spending includes the provision of direct
services to the poor, such as institutional

care of the needy, and administration of
welfare activities. Services provided
directly through government hospitals
and health agencies, however, are clagsi-
fied under health and hospitals. Simi-
larly, the various welfare-type services

- administered in loeal publie schools are

included under education, instead of
public welfare. Based on this definition,
all government outlays for public wel-
fare in fiscal 1970 amounted to $17.5
billion, of which the state-local amount
(including funds from Federal grants)
came to $14.7 billion (Table 4.1).

Federal direct outlays consist mainly
of payments under antipoverty pro-
grams authorized in the middle sixties.
Slightly over half of state-local welfare
expenditures are financed through Fed-
eral grants, and the states pay for about
three-fourths of the state-local share of
costs. The states also have the major
role in administration and direct dis-
bursement of funds. During the sixties
the long-term trend toward the shifting
of responsibility for welfare from local
governments to state and Federal levels
continued, and has, in fact, been ac-
celerated in recent ycars. Among states,
arrangements vary as to relative state-
local responsibilities in the welfare area;
in recent years, however, the states
generally have moved in the direction

1. Alfred M. S8koinik and Sophle R. Dales, *'Social Welfare Expenditurce, 1960-70,” Social Security
Bulletin, December 1970, pp. 3-17. An additional $66 billion In welfare spending was attributed

to private sources,
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of taking over from local governments a
greater share of responsibility.

Most state-local expenditures for wel-
fare are under the Iederal-stato-locul
system known as public assistance, The
basic program, which has been in effect
since the late 1930’s has bren revised
frequently, botn by FKederal law pre-
seribing the conditions and terms of
Federal financial participation, and by
state enabling legislation.?

Numerous types of services are avail-
able under public assistance. The most
significant are those providing cash
living allowances for the needy, and
medical assistance payments under the
Medicaid program authorized by
Federal law in 1965. Federal contribu-
tions for both types of aid are limited to

persons qualifying in one of four
categories: the aged (OAA), families
with dependent children (AFDC), the
disanled (APTD), and the blind (AB).®
To aid needy persons who do not fall
into one of these Tederally aided
groupings, the states mair.tain programs
known as general assistance (GA).

The 1965 to 1970 Upsurge

The sixties marked a sharp reversal
in long-term trends in public welfare
expenditures, and the effects have been
especially pronounced in recent years.
From 1948 to 1960 growth in welfare
spending was the lowest among any of
the nine major state-local functions.
Welfare declined as a portion of total
state-local budgets, as well as in rela-

2. The public assistance program was authorized by the Social Security Act of 1935, the same legisla-
tion which established the social security systom,

3.

All those qualifying for money payments {n one of the Federally aided categories are automatically
entitled to medical assistance. In addition, the Federal government will also participate in alid to
certain persons in such categories who do not need assistance for regular living expenses but who
require medical care beyond their means.

Table 4.1

Expenditures for Public Welfare by Level of
Government and Source of Funds

Fiscal Years 1960, 1965, and 1970

Amount (millions) Percentage distribution

Level of
government 1960 1965 1970 1960 1965 1970
Direct expenditure—all governments
Total $4,462 $6,420 $17,517 100 -~ 100 100
Federal 58 105 2,837 1 2 16
State 2,221 2,998 8,203 50 47 47
Local 2,183 3,317 6,477 49 52 37
State-loca! expenditures by source of funds

Total $4,404 $6,315 $14,679 100 100 100
Federal 2,070 3,098 7,818 47 49 53
State 1,622 2,302 5,110 37 36 35
Local 712 915 1,751 16 15 12

Source: Derived from reports of the U.S. Department of Commetce, Bureau of the Census.
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tion to personal income.! In this 12-year
period as a whole, welfare spending
grew at the rate of 6 percent annually,
modestly when viewed against an over-
all rise in state-local spending of 9
percent per-year. During the first haif
of the sixties, welfare costs began to
rise at a slightly faster rate, 7.5 percent
annually, but proportionately to other
categories. From 1965 to 1970, however,
public welfare outlays rose from $6.3
billion to $14.7 billion or 132 percent,
and represented the fastest growing of
the major state-local service categories,
The average annual rate of this rise,
over 18 percent, was half again higher
than the 12 percent increase registered
for all state-loc ;] services, Thus for the
first time since the carly fifties, welfare
expenditures rose to more than one-tenth
of state-local budgets.

What brought about this unusual
growth pattern? There were a number
of influences. Two aspects, however,
overshadow others. The one most dis-
cussed was the sudden, and unexpected,
swelling in caseloads in the AFDC
program, beginning in 1967. The other,
of even greater dollar significance, was
the expansion of medical assistance
under provisions of 1965 Federal law
authorizing the Medicaid program. Since
all those eligible for living allowances
are automatically eligible for medical
care, the effects of these two variables
were reinforcing.

Cash Living Allowances. Increases in
cash living allowances took place as a
result of rising caseloads as well as
higher average payments.

The total number of recipients in-
creased from 7.1 million in December
1960 to 13.8 million in December 1970,
almost doubling (Table 4.2). This over-
all rise took place in spite of declines

in the number of recipients in the aged,
blind, and general assistance groups.
Although the disabled category rose by
564,000 or 170 percent, the major source
of the increase ws« in the AIFDC
category. The number on AFDC rolls
more than tripled, rising from 3.1 million
in 1960 to 9.7 million in 1970. This
growth in the past decade of 6.6 million
was over three times the increase which
had occurred in the preceding 20 years.
Morcover, four-fifths of the expansion
occurred in the last half of the sixties.
In comparison with annual increases in
recipient families averaging 5.5 vercent
in the period from 1961 to 1966, the
rate of increase jumped to 15 percent in
1967, gradually accelerating to a peak
of 36 percent in 1970 over 1969.

Along with rising caseloads, increases
in average payments per recipient of
about one-third led to a volume of
money payments of $8.4 billion in
calendar year 1970, over 2} times the
amount expended in 1960. Average
annua. increases for the several cate-
gories ranged from 2.8 percent for the
aged, to 8.8 percent annually for the
general assistance category, with the
dependent children group in a middle
range at 5.7 percent per year. These
payment changes reflect not only legisla-
tive increases, but changes in the 2xtent
to which public aid supplemented other
income available to recipients.

Medical Assistance. The burgeoning
in AFDC caseloads may well have been
the most dramatic factor in the welfare
scenc in recent years. Medical assistance,
aowever, had an even greater effect on
dollar costs, especially when com-
pounded with the growth in numbers to
be served. While the increase in cash
living allowances accounted for 40 per-
cent of the rise in welfare spending

4. The relationship of spending for specific functions to total spending and to population and income

is shown In Chapter V11,
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Table 4.2

Number of Recipients and Money Payments under
Public Assistance Programs:

Actual and Projected, 1960-1980*

Actual Projected®
Category 1960 1965 19700 1975 1980
Number receiving living allowances (thousands)

Total 7,098 7,802 13,814 18,711 21,197
Aged 2,305 2,087 2,082 2,049 2,009
Blind 107 85 81 76 69
Disabled 369 557 935 1,374 1,878
Dependentchildren 3,073 4,3% 9,660 14,222 16,186
General assistance 1,244 677 1,056 990 1,055

Money payments (millions)

Total $3,263 $3.996 $8,415 $14,504  $21,317
Aged 1,626 1,594 1,861 2,115 2,345
Blind 86 n 98 116 129
Disabled 236 417 985 1,913 3,397
Dependent ctidren 994 1,644 4,852 9,476 14,030
General assistance 320 261 619 884 1,416

Medical vendor payments (millions)
Total $522 $1,480 $5,591 $11,119  $15,698

a. Number of recipients as of Dacember. Payments on a calendar year basis.
b. Excludes payments for emergency assistance and to intermediate care facilities made to some 168,000
persons in 1970, involving outiays of $402 mittion.
¢. No adjustment has been made for effects of Federal legisiation in 1972, serving to reduce state-lfocal
spending for the aged, blind, and disabled, as well as for medical payments.
Source: Actual data from U.S. Department of Health, Education, and Welfare; projections by Tax
Foundation.

during the sixties, the rise in medical
assistance represented 45 percent of the
total increase,

The 1965 Federal law establishing
Medicaid made long-run Federal partic-
ipation in medical welfare costs condi-
tional on state actions to set up Medicaid
programs.® In general, the states acted
quickly to do so, In the first three vears
following Congressional authorization of

these programs, medical payments in-
creased by more than 40 percent an-
nually as the states implemented pro-
grams. In 1969, partly in response to
cu backsin Federal matching provisions,
the increase fell to 14 percent over the -
previous year; the following year, how-
ever, the rise was again accelerated—to
19 percent. Thus from 1965 to 1970
medical welfare costs almost quad-

6. For a discussion of this law, and state responses, see Medicaid: State Programs afler Two Years,

Tax Foundation, Inc.,, New York. 1908,
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rupled, rising at the annual rate of about
30 percent, According to Federal budget

«projections, these payments will increase
by around 20 percent annually in fiseal
years 1971 and 1972.¢

Before the introduction of Medicaid,
direct payments for medical care under
public assistunce were limited, and the
state programs varied widely in the
scope of services and eligibility condi-
tions. Comprehensive data are lacking
as to the number of persons receiving
such care before 1967. By 1967, 5.2
million different persons received
services under Medicaid; the number
increased to 15 million in 1970, and
is estimated at 19 million in fiscal 19727
The sharply rising caseloads under
Medieaid resulted largely from expan-
sion in the numbers getting cash living
allowances, discussed above. Although
medical care is available to eertain
categories not receiving maintenance
payments, it is estimated that over
three-fifths of those receiving Medicaid
are eligible for cash payments; Medicaid
payments on behalf of this group amount
to 69 percent of the total.®

The cost impact of the growth in
Medicaid recipients was aceentuated by
fuctors affecting costs per recipient. The
scope of medical services available to
clients was enlarged, as Federal law
provided for coverage of services for
which Federal matching aid was not
formerly available. i‘urther, Medicaid
programs— like other health and medical
programs—were affected by the rapid
increases in medical and health care
prices generally.? (See page 63.)

Other Welfare. While maintenance
and medical payments make up the
great bulk of public assistance outlays,

—

spending for related purposes has also
been climbing almost as fast, rising from
$1 billion in 1960 to $2.3 billion in 1970.
Included in this category are payments
for institutional services in intermediate
care facilities, social services, administra-
tion, employee traning, and other ser-
vices. As noted below, some of these
activities were affected directly by
recent policy decisions.

Underlying Factors

Under a static program structure,
some of the forces influencing trends in
the number receiving public aid may
be viewed as built-in, automatically
responding to  demographic  and
economic change. Differential popula-
tion growth among age groupings was
especially pronounced during the fifties,
when the mimber of persons over 65 and
under 18—the two age segments which
constitute the vast majority of all
public aid recipients—grew at twice the
rate of growth in the total population
and in fact accounted for three-fourths
of the population increase. These dis-
proportionate rates were sharply reduced
in the sixties, but the effects were diluted
by other concurrent developments.
Despite an increase of more than 3
million in the over-65 age category,
the number on OAA rolls dropped by
224,000 from 1960 to 1970, as rising
numbers eame under coverage of the
Federal social seeurity system, Ior other
categories generally, however, and partic-
ularly the AFDC group, the numbers
receiving aid grew more than pro-
portionately to the eligible age groups
(Appendix Table A.2). The population
under 18 vears old inereased by 6.2
million from 1960 to 1970; at the same

0. The Budget of the United States Government, 1972, Appendir, p. 401,

7. 1bid,
8 1bid.

0. About 67 percent of medical assistance payments are made to hosplitals and nursing homes, 12
percont for physiclans' fees, and about 8 percent for drugs. 1bid.
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time the number of AFDC recipients
(children and associated family mem-
bers) grew by 6.6 million.

Although age specifications are a
limiting factor under most categorical
programs, age is by no means the
only population characteristic related to
the size of welfare rolls. Some theories
link growing caseloads with migration
patterns—e.g., from rural to urban
centers; changing social mores leading
to a breakdown in family life with a
corresponding increase in the number of
female-headed families; and other char-
acteristics. While such influences prob-
ably contributed to welfare caseload
increases, it has not been demonstrated
that their depature from earlier patterns
was so marked in recent years as to

account for the sharp upsurge in
AFDC rolls.

The effects of economic trcrds alone
are similarly ditficult to ferret out.
Short-term cyclical swings, affecting
income and unemployment, undoubtedly
have some effect on welfare caseloads.
General assistance rolls in particular
tend to follow swings in the bLusiness
cycle. But unemployment declined
steadily in the years from 1965 to
1969, as AFDC caseloads were rising
rapidly. Long-term changes in the level
and distribution of income seem to have
even less relationship to the number of.
public assistance recipients. Per capita
real personal income rose by 35 percent
in the decade of the sixties. Moreover,
except for a slight setback in 1970, the
number of persons below the poverty
level consistently trended downward
during the sixties, both in absolute
numbers and in proportion to the

Table 4.3

Persons below the Poverty Level.
Selected Years, 1959-1970

Number Percent of

Year (milllons) population
1959 M.5 22.4
1960 39.9 22.2
1965 3.2 2.3
1969 24.3 12.2
1970 . 25.5 12.6

a. See footnote 10 for this concept of ‘‘poverty."
Source: U.S. Department of Commerce, Bureau of
the Census.

population at large (Table 4.3).1° In
1960 the number of welfare recipients
was equal to 18 percent of the number
classified as poor; by 1970 the number
had risen to 54 percent.

Clearly the search for a tenable
explanation of welfare trends must
extend beyond an examination of demo-
graphic and economic fluctuations.
Among other factors, public policy
decisions have been identified as in-
fluential. Such decisions fall into two
groups: those primarily directed to other
government programs, but having a
spillover effect on public assistance; and
those designed to change the public
assistance program itself.

Spillover Effects of Other Programs.
The Senate Appropriations Committee
in 1970 heard testimony to the effect
that some of the increase in welfare case-
loads grew indirectly out of programs
established under the Economic Op-
portunity Act of 1964, as well as from
urban renewal projects. A representative

10, This measure of poverty, developed by the Social Security Administration, is defined by a variable
income criterion, taking into account family size, composition, farm-nonfarm residence. and the
proportions of income required to purchase a minimum adequate diet. A four-person nonfarm
family was considered be'ow the poverty threshold In 1969 if ita annual income was less than
$3.743. For a full discussion of the 88A poverty index. see Mollle Orshansky, '“Counting the Poor:
Another Look at the Poverty Profile."” Socfal Security Bulletin, January 19856: and '“Who's Who
amonz the Poor: A Demographic View of Poverty," Socfal Securfty Bulletin, July 1086,
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of the U.S. Department of Health,

Education and Welfare testified as

follows:

Community action groups formed
to help the poor, such as the Na-
tional Welfare Rights Organization
(NWRO), and the civil rights move-
ment in general have contributed to
a greater awareness by the poor of
their legal entitlement to public
assistance. As a result, applications
for welfare have been rising, and &
higher proportion of applications are
usually being approved. Representa-
tives from various cormunity
organizations have accompanied the
applicant to the local welfare office
to help in achieving approval of the
application . . .

Urban renewal has often resulted
in an increase in the number of wel-
fare recipients. Poor families, forced
to move to different quarters, can
no longer get by on their low income
and have to seek assistance because
of higher rent and the separation of
sub-families that formerly lived in a
single household and shared their
total income."

This testimony was primarily aimec
at supporting far-reaching welfare re-
form. It is to be noted, however, that
similar views have been widely expressed
by others. For example, Piven and
Cloward have noted that:

. .. Not least, the welfare rise coin-
cided with the enactment of Federal
programs intended to restore calm to
the ghettoes (especially the anti-
poverty program) which, r.rong the
other things, hired thousands of poor
people, social workers, and lawyers
who helped families to obtain relief.
The result was that the rolls quickly
doubled ... "

Public Assistance Program Changes.
These influences emanate from three
sources: (1) Federal legislation; (2)
court decisions; and (3) state actions in
implementing Federal law.

(1) Federal legislation, The 1967
amendments to the Social Security Act
contained a number of provisions affect-
ing both future caseloads and costs.”
Among them are:

(a) Provision for disregarding work-
connected expenses of recipients in
computing payments, resulting in some
families receiving aid longer than they
would have otherwise;

(b) Work-incentive provisions for
disregarding the first $30 per month per
family of earned income plus one-third
of the remainder of earnings in deter-
mining need;

(¢) The requirement that all state
programs include foster care under
AFDC for specified groups of children
(effective July 1, 1969);

11. John M, Twiname. Administrator of the Soclal and Rehabllitation Service. U.S, Department of
Health. Education, and Welfare. U.8. Senate, Hearings before the Committee on Appropriations,
H.R. 185615, 915t Congress, 2nd Session. August 19, 1070, p. 3603.

12. Frances F. Plven and Richard A, Cloward, *'Welfare I: A Political Response.” The New Yok
Times, November 16, 1971, p. 41. For other discussion of the activity of the National Welfars
Rights Organization, see Gllbert Y. Steiner, The Stale of Welfare. The Brookings Institution,
Washington, D.C., 197}, pp. 280-313,

13. TIronically. this legislation was almed In part at reducing the number of welfnre r * nlents in two
ways: iImposing a mandatory *“freeze’" on the number of children for whom the Med .1 government
would make matching AFDC paymeots (subsequently repealed): and provision f.. a loss of hene-
fits by welfare reciplents unless they accepted offered jobs or took Job tralning— .ne so-called work-
incentive program. For a fuller discussion of these amerdments, see Public Welfare Programs:
Issues, Problems, and Proposals, Tax Foundation, New York, 1069, pp. 8-10.
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(d) Provision for Federal financial
participation in vendor payments to
intermediate care facilities (institutions
providing care less than that furnished
in a skilled nursing home) under adult
programs; and provisions of emergency
assistance to families with dependent
children, including migrant families, in
danger of destitution.

(e) Requirement that states develop
programs to improve social services to
recipients and prtential recipients.

In addition to these provisions, the
Medicaid program, enacted by Congress
in 1965, had side effects on maintenance
rolls. The inspection of nursing homes by
review teams under the Medicaid pro-
gram is said to have revealed that some
patients lack income needed to pur-
chase personal incidentals and are
eligibl: for » money payment.®

12) Court decisions. Based on Federal
court decisions, HW has issued regula-
tions prohibiting states from requiring
support from versons not legally liable
for support under state law and from
sssuming as income in determining
seed the amounts that are not actually
available. These policies have resulted
in the addition of persons to the rolls
snd higher payments to persons pre-
vivusly on the rolls.

On April 21, 1969, another Supreme
Court ruling removed durational ros-
idence requirements as an eligibility
condition for maintenance assistance.

The 38 states which previously had
such residence requirements have thus
been affected by the new policy.!®

(3) State actions. No full rundown
on recent state legislation on public
assistance programs is available. As
noted above, the states were required to
implement some o! the recent changes
in Federal law as a condition of receiving
financial aid. A great deal of activity
in state legislatures in recent years was
devoted to implementation of Medicaid,
and 48 now »perate Medicaid programs
(Alaska and Arizona do not). By 1971,
31 states had set up programs for
intermediate care facilities, and 20 for
the new emergency assistance program
as provided in the 1967 Federal law.

In response to Kederal directives,
some states also relaxwd «eligibiljpy
standurds, shortened waiting | swiods for
eligibility, and simplified enrollment
procedures.

Recent Developments

State actions on welfare programs
have recently taken a different direction,
aimed at holding costs down, and
limiting future growth. At least 20
states introduced cutbacks in welfare
programs in 1971.' These efforts may
account to some degree for the relative
stability in caseloads in recent months.!
It is too earl' to tell whether these
latest developrrents will have lasting
effects. They appear to dcmonstrate,
however, that the states may have more

F'd

14. These services include those related to employment or training. child care, foster care, femily
counseling. homemaker services, money management, and others. They are available to welfare
recipients and those who have been or might become welfare recipients. Sharp increases in ex-
penditures for social services (for which the Federal government generally pays 76 percert of the
total costs) led Congress to place a $2.5 billion ceiling on Federal funding for social services effective
in fiscal 1973 (H.E.W. Fact Sheot on the Social Services Section of the State and Local Fiscal
Asslstance Act of 1972).

15, Twiname, op. cit., p. 3603.

16, 1bid., p. 3604,

17.  Washington Report, American Public Welfare Association, Vol. 8, No. 4 (November 19, 1971),
Washington, D.C.. p. 1. The Report also noted that payments had been increased ir: 8 states.

18. In contrast to a rise of 17 percent in the 12 months ending in June 1971, the number of welfare
recipienta rose only 5 percent in the succeeding 12 months. H.E. W. News, U.8. Department of
Health, Education, and Welfare, October 18, 1972,
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latitude in influcncing welfare costs than
is generally ascribed to them.

On the whole, however, it is future
Federal policy which is likely to have a
more pronounced influence on welfare
programs than state actions or basic
economic and demographic changes.
Numerous proposals in the past have
called for the Federal government to
assume a :-vger share of welfare costs
than it now pays. For example, the
Advisory Commission on Intergovern-
mental Relations has recommended
Federal takeover of welfare and Medi-
caid costs with uniform standards,
leaving the administration in the hands
of states and localities; and the National
Governors' Conference has urged full
Federal financing of welfare.® The
Committee for Economic Development
has urged that the 'ederal government
undertake a substantially higher nropor-
tion of the funding of public assistance
with a view to a complete ta'-eover of
state and local public assista...e costs
over the next five years.?

Prospects for significant revision in
the Federal role in welfare in the near
future were dimmud by action in the
92nd Congress. While many changes
were introduced, the Senate failed to
approve the major ‘reform’ prcposal—
an income-maintenance or ‘“‘family as-
sistance’’ plan—passed by the House.
If approved, this provision would have
resulted in sizable savings to states and
localities, through greater Federal finan-
cial participation in the AFDC program.,
The compromise measure which finally

emerged will have mixed effects, some
tending to raise state-local welfare costs,
and some to lower them.*

The major welfare provisions affect
aids for the adult categories and Medi-
caid costs. The law replaced the present
state programs of aid to the aged, blind,
and disabled, effective January 1, 1974
with a new wholly Federal program of
supplementary security income. Under
the law, aged, blind, and discbled
persons with no other income would be
guaranteed a monthly income of at
least $130 for an individual or $195 for
a couple. In addition, the law provides
that the first $20 per month of social
security or other income would not cause
any reduction in supplemental security
income payments. States wishing to pay
an aged, blind, or disabled person
amounts in addition to the Federal
supplemental security income payment
would be free to do so. It is estimated
that Federal costs of implementing
cash benefit provisions for the adult
categories will be $1.8 billion higher
(in 1974) than under previous low.

Among provisions affectiig Medicaid
were several tending to moderate the
expansion in state-local costs. These
included: (1) coverage of the disabled
under Medicare; (2) imposition of
premium, copayment, and deductible
requirements on Medicaid recipients;
and (3) removalof the requ.ements (a)
that states maintain their year-to-year
fiscal efforts in Medicaid and (b) that
states move toward a comprehensive
Medicaid program by 1977,

10. Advisory Commission on Intergovernmental Relations, Twelfth Annual Report, Federalism in

1970, Washington. D.C., 1971, p. 3,

20, Improving the Public Welfare System, A Statoment by the Research and Policy Committes, Com-
mittee for ¥conomic Development, New York, 1970, pp. 2021,

21. H.R. 1, "Bocial SBecurity Amendments of 1072." as approved by tha Congress, October 17, 1872,
See Appendix tables A.3 and A.4 for some major provisions and cost estimates,

04




Table 4.4

Summary of State-Local Expenditures for Public Welfare

Actual and Projected, Selected Fiscal Years, 1955-1980
(Doliar Figures In Millions)

Ail Maedical
public Cash vendor All
Fiscal year welfare assistance payments other*
Actual:
1955 $ 3,168 $ 2,598 $ 212 $ 1358
1960 4,404 3,307 493 604
1965 6,315 3,922 1,367 1,024
1970 14,679 7,382 5,042 2,255
Projected:
1975 27,128 13,419 10,027 3,682
1980 39,460 19,723 14,156 5,581
Percent increase, selected periods
1955-60 39 27 133 69
1960-65 43 19 177 70
1965-70 - 132 88 269 120
1970-75 85 82 99 63
1975-80 45 47 41 .Y
1960-70 233 123 923 273
1970-80 167 167 182 147

Includes payments for institutional services In intermediate care facilities, social services, ad.
ministration, employee training, and other services.

Source: Actual data from U.S. Department of Commerce, Bureau of the Census. Computations and

projections by Tax Foundation.

Projections

The projections developed here were
made prior to Congressional approval
of H.R. 1, and thus make no allowance
for the effects of that legisiation.” The
estimates are based on the assumption
that expausion in recipients and average
payments per recipient will be generally

commensurate with those of the sixties
as u whole.®

The number of recipients of money
payments is projected to rise from 13.8
million in 1970 to 18.7 million in 1975
and 21.2 million in 1980 (Table 4.2).
IFor the decade, the rate would be only
a little more than half the rate experi-
enced during the sixties. The AFDC

22,

23.

Ciross Fedoral costs of assuming the responsibility for financing cash allowances under the adult
catogories are estimated at $3.56 billion in 1964 (seo Appondix table A.4), The states and localities
may supplement the basic Foderal allowance; hut, on balance, state-local expenditures for those
categories will be sighificantly lower than in the absence of the now leglslation and the projections
thus tond to over-state spending for theso purposes. The difterence, however. as regards the pro.
Joctions, appears to have heen absorbed by the end of flseal year 1972, In flscal yours 1971 and
1972, rearectively. total welfaro spending increased by 27 percent and 17 percont respectively.
H.E. W, News, U.S, Department of Health, Education and Welfare, October 18, 1972,

A notable oxception is that it is assumed that the rise in AFDC caseloads will be slower in relation
to tho eligihle population age group. See Appendix A.2. This assumption appears to he borno out
by recent trenda. In the 12 months ending in June 1972, AFDC reciplents increased by 7 percent.
a8 compared with a 21 percent rise In the previous year. 1bid,
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category is seen as continuing to account
for ever larger segments of the total,
with the OAA group continuing to
decline both in absolute numbers and
in relation to the population aged 65
and over.

With aveorage payments per recipient
growing as in the past decade, total
cash living allowances would rise from
$7.4 billion in 1970 to $19.7 billion in
1980, at a faster pace than in the sixties
as a whole, but not nearly so rapidly as
in the yeurs since 1965.2¢

Projections of medical payments and
other services, on the other hand, are
seen as rising at rates significantly
lower than in the past decade, propor-
tionally to increases in both caseloads
and medical care prices. As noted above,
recent growth in these programs re-
flects the effects of implementing new

legislation introduced in the latter half
of the sixties (e.g., Medicaid, inter-
mediate care facilities, emergency aid,
strengthened social services). It seems
unlikely that these programs will con-
tinue to expand at such sharp rates as
during the implementation period.

The over-all projections, on a fiscal-
year basis, appear in Table 4.4. Total
state-local public welfare outlays, ac-
cording to the projections, would rise
from 815 billion in 1970 to $27 billion
in 1975 and $39 billion in 1980, an annual
rate of 10.4 percent, as compared to a
rate of 12.8 percent in the sixties as a
whole, but far less than the 18 percent
increase registered in the period from
1965 to 1970. The annual rate of rise is
indicated at 13.1 percent for the first
part of the seventies, gradually slowing
to 7.8 percent for the remainder of the
projection period.

24. These data, as shown in Table 4.4, are on a fiscal year basls and therefore differ from calendar

year data depicted in Table 4.2.
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V.
Expenditures for Health and Hospitals

The states and localities play an im-
portant role in both financing and
administering health and hospital pro-
grams. The conceptual organization of
this study places emphasis on the ad-
ministrative role; that is, on the dollar
amounts spent for services provided
by state-local agencies, without regard

. to the source of funds. The projeetions

also econform to this definition. An
examination of the financial aspect, how-
ever, may serve to put the administra-
tive role into clearer focus.

Financial Role

More than $8 billion in state-local
tax funds go to the support of health

and medical services under a variety of
programs (Table 5.1). The largest
amounts are for general hosn'tal and
medical care and medical services under
publie assistance programs, Medical and
health services are also provided under
programs of workmen’s compensation,
maternal and child health, school health,
and others. Medical rescarch and con-
struction account for the remainder of
state-local outlays for health and medi-
cal eare.

Medicare and Medicaid introduced
vast ehanges in financial arrangements
for health and hospital care, and were
partially responsible for a near-tripling

Table 5.1

Expenditures for Health and Medical Care from
State-Local Funds, by Program-

Fiscal years 1965 and 1970

Amount (millions)

Percent of total

Program 1965 1970v 1965 1970

All programs $4,910 $8,315 100.0 100.0
Health and medical services, totat 4,566 1,172 93.0 93.5
Public assistance (medical) 812 2,527 16.5 30.4
General hospital and medical care 2,378 2,916 48.4 35.1
Maternal and child health 154 215 3.1 2.6
Schoo! health 142 263 2.9 3.2
Other public health 448 802 9.1 9.6
Miscellaneous® 632 1,049 12,9 12.6
Medical research 55 73 1.1 .8
Medical facilities construction 289 470 5.9 5.7

8. Excludes amount spent at state-local institutions but financed from private or Federal funds.
b. Data for 1970 are preliminary. The revised total for the year is $8,434 million, but details by program

are not yet available,

¢. Includes medical benetits under progrems of temporary disability Insurance, workmt 's compensa.

tion, and inedical vocational rahabliitation.

Source: U.S. Department of Health, Education, end Welfare, Soclal Security Administeation,
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Table 5.2

Financing of All Health Expenditures, by Source of Funds»
Selected Fiscal Years, 1960-1970

Source of funds 1960 1965 1970
Total health expenditures (billions) $2.4 $ 38.9 $ 67.8
Percent of personal income 6.7 1.6 8.7
Percentage distribution of source of funds 100.0 100.0 100.0
Private. %.7 75.5 63.1
Federal 1.1 11.9 24.5
State and local 13.2 12.6 12.4

a. This concept ot expenditure is not directly comparable to Bureau of the Census data presented
elsewhere, mainly because the series here includes some health and medical services which the
Census Bureau does not classify as ‘'health and hospitals.’’ See text definition.

Source: U.S. Department of Health, Education, and Welfare, and U.S. Department of Commerce. Com.

putations by Tax Foundation.

of total health expenditures during the
sixties. Outlays for all health services
rose from $23.4 billion in 1960 to $67.8
billion in 1870, by two percentage points
as a share of personal income (Table
3.2). It is somewhat surprising that
these developments had little effect on
the share of the nation’s health bill
paid by state-local units. In 1960 these
institutions provided about 13 percent
of all health funds; by 1970 the amount
had declined by only 1 percentage point.
In this respect, the predominant effect
of Medicare and Medicaid was to
double the share of Federal spending in
health care, with a corresponding reduc-
tion in the portion financed privately—
by consumers directly or through private
insurance or philanthropy. Whereas
Federal funds paid for around 12 percent
of all health outlays in 1965, the share
rose to 25 percent in 1970, as the
private share fell from 76 percent to 63
percent,

The new financial arrangements, how-
ever, dul affeet the allocation pattern of
state-local funds among health pro-

b8

grams. In particular, the share of the
health dellar directed toward general
hospital and medical care declined
substantially, as medical spending for
welfare programs (including physicians’
services, nursing home care, etc.) in-
creased sharply.

Administrative Role

State and local governments own
and operate 2,257 hospitals, almost one-
third of the nation’s total. Around
1,700 for these are under local govern-
ment control (counties, cities, special
districts), and the remainder are state
institutions. On an average daily basis,
there were over 630,000 patients in
state-local hospitals during 1970, more
than half the number in all non-Federal
hospitals. (See Table 5.3.) While there
are more short-term gencral hospitals
(1,704) than any other type, the large
majority of patients are those requiring
long-term care. Over two-thirds of the
total are in psychiatric hospitals.

Concepls and Definitions.  ''he Bureau
of Census concept of health and hos-




pitals, used in the projections in this
study, differs in two major respects from
the classification discussed previously
in relation to all national health expendi-
tures. (1) The Census data for health
and hospitals comprise direct outlays of
state and local governments without
regard to the source of funds—e.g., from
patients’ charges and fees, Federal
grants, and state-local tax revenues—
whereas the national health data reflect
only those amounts paid from state
and locai tax revenues. (2) The Census
data for the category health and
hospitals are exclusive of health and
medical outlays administered by
agencies of government other than de-
partments of health and hospitals.! In

view of these differences, it is some-
what surprising that the two sets of
data are not more divergent than they
are. Under all functional classifications,
state and local jurisdictions paid $8.4
billion of the national health bill in
fiscal year 1970, as indicated in Table
5.1. On the Census basis, state agencies
in the fields of health and hospitals
administered direct outlays of $9.7
billion (Table 5.7).

Under the Bureau of Census concept,
expenditures for ‘“‘hospitals” include the
following: the establishment and opera-
tion of hospital facilities, provision of
hospital care, support of other public or
private hospitals, and outlays of hos-
pitals (though not infirmaries) operated

+  Major categories excluded are medical vendor payments under public welfare programs: health
services provided by dentists, doctors, nurses, etc. employed in local schools and in university
infirmaries; and medical benefits under soclal insurance programs, notably temporary disability
insurance and workmen's compensation programs,

Table 5.3

Trends in State-Local Hospital Patients and Expenses
Calendar Years 1965 and 1970

Nu~ sr or amount

Category

Percent of
nation’s total

1970 1965 1970

Patients in state-local hospitals

All hospitals
Psychiatric
Tuberculosis
Long-term general
Short-term general

- 783,712
990, 988
24,379
37,770
130,575

62.6
97.3
93.6
67.2
23.2

630,350
432,520
11,820
36,966
149,044

N ~3 WO wm
NN O OO W

Hospital expense (millions)

All hospitals
Psychiatric
Tuberculosis
Long-term general
Short-term general

$3,923
1,522
155
252
1,99

$7,356 34.5
2,465 91.6
146 93.9
417 62.1
4,328 21.8

NERSE
Pt s bt (O O

Source: American Hospital Association.




Table 5.4

Selected Factors Affecting Hospital Costs.
Selected Calendar Years, 1960-1970

Factor 1960 1965 1270

Admissions (thousands) 22,970 26,463 29,252

Per 1,000 populationt 128 137 144
Occupancy (percent) 74.7 76.0 78.0
Average length of stay (¢. ys) 7.6 7.8 8.2
Personnel®

Total number (thousands) 1,080 1,386 1,929

Per 100 patients 226 246 292
Hospital expense:

Total (millions) $5,617 $9,147 $19,560

Per patient dayd 32 44 81

Per patient stay® 245 346 669

&. Non-Federal short-term general and other special hospitals.

b. Total population as of July 1.

c. Fuil-time personnel plus full-time equivalents of part-.time personnel.
d. Total expense divided by the number of in-patient days.

o. Total expense divided by the number of admissions.

Source: American Hospital Association,

in conjunction with institutions of higher
education. For “health,” expenditures
cover health research clinics, nursing,
immunization, maternal and child
health, crippled children’s programs,
and general public health activities such
as the inspection of water supply, food
handling establishments, and water
pollution control. Only those school
health services provided by health
agracies are included.

Recent Trends I

Notwithstanding conceptual differ-
ences, the Census Bureau's series on
state-local health and hospital ex-
penditures, as defined above, generally
followed the trends depicted in the data
on all national health outlays during the
sixties, These trends were remarkably
similar, as a matter of fact, to over-all

growth in the state-local government
sector. Expenditures rose from . $3.8
billion in 1960 to $9.7 billion in 1970,
an average annual rate of 9.8 percent.?
As in other categories, there was a
marked acceleration in the growth rate
beginning about 1965. In the first half
of the sixties, increases were moderate,
at just over 7 percent a yecar. In the
ensuing five years the average rate per
year rose t0 12,5 percent. These in-
creases exceeded the concurrent rise in
personal income and general popula-
tion.? The share of hospital and health
services in over-all state-local budgets,
however, remained stable.

Although hospitals account for more
than four-fifths of the health-hospitals
combined expenditure total, it is in the
health classification that increases have
been largest in recent years.

2. Historical data on expenditures appear in Table 5.7, along with the projections.

3. 8en Chapter VII for comparative data.
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Underlying Factors

Selected factors affecting short-term
hospital costs during the sixties appear
in Table 5.4. Per capite admissions to
hospitals continued to rise in relation
to the total population. Occupancy
rates rose slightly, The average length
of stay for patients, which had
previously declined in  the postwar
period, resumed its rise. Moreover, the
number of hospital employees attending
patients continued its long-term upward
trend. In 1970 there were 292 employecs
per 100 patients (average daily census),
as compared to 226 in 1960, These and
_other influences led to a rise in hospital
expense per patient day from $32 in
1960 to 881 in 1970, with the largest
part of the rise occurring in the past
five years. The average patient’s hospital
bill in 1970 was 8669, nearly three times
as much as ten years carlier.

Effects of Medicaid and Medicare.
The introduction of Medicare and Medi-
caid in the mid-sixties triggered wide-
spread predietions of decline in the role
of state-local hospitals. The aged and
the indigent, it was said—given the
right to seek care from providers of their
own choosing—would tend increasingly
to choose private facilities, thus leading
to a decline in utilization of state-loeal
hospitals. Have these predictions materi-
alized? Available evidence suggests that
although there has been sume decline,
it has not been as great as expected,
and may already have spent its force.
Two sets of data bear out this con-
clusion:

1. In an analysis of trends in 14 large
urban public hospitals, Dr. Paul Ell-
wood, Jr. found that annual admissions
declined by 9.5 percent from 1963
through 1968.4 He noted, however, that
three-fourths of the loss occurred in the

first full year of Medicare and Medicaid,
and that in the following year, 1968,
admissions fell less than ‘one percent—
and actually increased in half of these
hospitals. In Dr. Ellwood’s view, public
hospital utilization is likely to accelerate
again as hospitals become more patient
oriented, and city and county hospitals
find ways to make their facilities more
attractive to middle-class patients.

2. As shown in Table 5.3, the role of
state-local institutions in hospital care
declived somewhat from 1965 through
1970, based on both patient loads and
outlays, This trend, however, reflects
almost solely the sharp decline in
psychiatric and tuberculosis cases in the
average daily census of all hospital cases.
For the short-term general hospital
sector, in which increasing eompetition
from the private sector might have been
expected. with the advent of Medicare
and Medicaid, outlays at state-locally
owned facilities as well as patient loads,
remained virtually unchanged at around
one-fifth of the totul.

As a result of these developments,
the administration of short-term general
hospitals has claimed a growing share
of attention in the hospital programs of
states and localitics. Emphasis on
specinlized treatment of psyehiatric,
and to a lesser extent, tuberculosis cases
has been reduced as public general-care
hospitals dave become more important.
In 1960, 43 percent of receipts at state-
local hospitals were for services rendered
at short-term general hospitals; by 1965
the portion moved up to 50 percent and
by 1970 to 59 percent.

Medicare and Medieaid thus do not
appear to have had a significant effect
on lowering the demand for services
in state-local gencral hospitals. The

4. Paul M. Ellwood, Jr. M.D. and Earl J. Hoagberg, Huspitals, Journal of the American Hospilal

Association, July 1, 1070, Vol, 44, p, 49,
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Table 5.5

Madical Care Prices

Selected Years, 1955-1970
Index Numbers, 1957-59 = 100

All medical Physiciuns’ Hospital daily Prescriptions
Year care* fees sorvice charge aud drugs
1955 73.4 76.0 57.8 86.6
1955 88.6 90.0 83.0 92.7
1960 108.1 106.0 112.7 102.3
1965 122.3 121.5 153.3 98.1
1966 127.7 128.5 168.0 98.4
1967 136.7 137.6 200.1 97.9
1968 145.0 145.3 226.6 9."
1969 155.0 160.0 267.9 9.
1970 164.9 167.0 287.9 101.3

a. Includes items not shown saparataly.

Source: U.S. Department of Labor, Buraau of Labor Statistics.

major long-run effect may be of an
entirely different nature, setting a
challenge to state-local institutions to
meet the same standards as those
provided by voluntary hospitals. As
one observer noted, ‘‘second-class ser-
vice” is rapidly becoming unacceptable
to even the indigent patients now almost
exclusively identified with public hos-
pitals, for the poor are now demanding
the same quality and quantity of health
services as those available to the more
affluent segments of society.®

While state-local support of health
and hospitals under all programs kept
pace with national trends, as did out-
lays at state-local hospitals, the rise
in hospital expenditures financed by the
state-local taxpayers was far less.®

Total private and government expendi-
tures for hospital care rose from $13.5
billion in 1965 to $23.9 billion in fiscal
1969, or over three-fourths.” At the same
time the increase in state-local support
of general hospital and medical care
(excluding such care under special
programs, such as public assistance)
rose by just over one-fifth. This financial
development has led to complaints of
inadequate financing by some ad-
ministrators, who hold that the tax
support of the public hospital’s budget
has increased very little in recent years,
despite rapid increases in costs, and that
the cities and counties have treated the
payments from Medicare and Medicaid
“as a windfall for the taxpayer rather
than a means of shoring up the finances
of the public hospital.”®

8. Editorial Notes, Journal of the American Hospital Association. July 1, 1970, vol, 44 p. 390.

6. Based on the Bureau of Census concept, charges and fees imposed by state-local hospitala brought
in amounts equal to 27 percent of hoapital outlays in 1960 ard 39 per cent in 1970,

7. “"National Health Expenditures, Fiscal Years 1929-70 and Calendar Years 1020—69,'' Research
and Statistics Note No. 26—1070, December 14, 1970, U.8, Department of Health, Education,

and Welfare, Social Security Administration.

8. Ray E, Brown, "The Public Hospital,' Hospilals, Journal of the American Hospital Assoctation,
July 1, 1970, p. 41. This view was echoed by a number of hospital administrators in a series of
articles on '"The Plight of the Public Hospital' in the same publication.

62

'




Medical Care Prices. The rise in
medical care prices in recent years has
been so widely documented as to
require little elaboration here. In the
last half of the sixties annual increases
in the over-all medical care component
of the consumers price index exceeded 6
percent. The rate of expansion in
hospital daily serviee charges—of partic-
ular importance in state-local ser-
vices—was especially pronounced, and
averaged over 13 pereent between 1965
and 1970 (Table 5.5).

These price increases, measured
against growth in hospital outlays,
raise question as to what, if any,
increase occurred in the real quantity
and quality of hospital services. Table
5.6, based on data and methodology
developed by the Social Security Ad-
ministration,? attempts ts provide some
perspectives, for the period from 1965

to 1969. For short-term general
hospitals, rising prices accounted for
over three-fourths of the $1.6 billion
expenditure rise in this period; growth
in total population had relatively slight
influence; and all ather factors—the

rise in the real quantily of services, as

through increasing per capita utilization,
and in quality—accounted for about
one-sixth of the rise in expenditure.
These results suggest that, in the period
represented, the rise in quality and
scope of services per member of the
population averaged 2.7 percent per
year.

For all mental hospitals (97 percent
of whose patients are in state-local
facilities), the raw figures suggest per-
haps larger rates of increase in pro-
ductivity, as illustrated by several
developments, These include: increase in

9. 8ee Sources of Increase in Selected Medical Care Erpenditurce, 1929-1969, Staft Paper No. 4, U.S.
Department of Health. Education, and Welfare, Social Security Admirdstration,

Table 5.6

Analysis of Sources of Increase in
State-Local Short-Term General Hospital Expenditures

Fiscal Years 1965-1969
Average Distribution by source
annual of increase
increase
1965-69 Amount Percent of
Source of income (percent) (millions) total
Total expenditures 16.1 $1,630 100.0
Prices* 12.3 1,245 76.4
Population 1.1 110 6.8
All other® 2.7 275 16.8

a. Based on expenditures per patient day, adjusted for changing mix of outpatients to patients in
hospital,

b. Residual representing change in per capita utilizat'~n and quality of services.
Source: Basic hospital and price data from Social Security Administration; computations by Tax

Foundation,
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Table 5.7

State-Local Expenditures for
Health and Hospitals

Actual and Projected, Selected
Fiscal Years, 19551980

Total,
health
Fiscal and Hospi-
year hospitals Health tals
Amount (millions)
Actual:
1955 $2,624 $ 471 $2,053
1960 3,79 559 3,235
1965 5,361 836 4,525
1970 9,669 1,806 7,863
Projected:
1975 17,631 3,776 13,855
1980 29,914 7,594 22,320
Percent increase, selected
intervals
1955-1960 50 19 58
1960-1965 41 50 40
1965-1970 80 116 74
1970-1975 82 109 76
1975-1980 70 101 61
1960-1970 155 223 143
1970-1980 209 320 184

Source: Basic data from U.S, Department of Com:.
merce, Bureau of the Census. Computa:
tions and projections by Tax Foundation.

the total number of admissions as well
as in the rate per thousand members of
the population at large, from 2.3 in 1960,
to 2.9 in 1965 and 3.3 in 1970;'° and a
decline in the average daily census of
patients of 27 percent in the period from
1965 to 1970 (Table 5.3).

Projections

Along with other providers of medical
and hospital services, state-local units
have been victims of rapidly rising
medical prices. The outlook for future
expenditures depends heavily on the
course of prices as well as on the ability
to improve productivity of available
medical and health resources. The pro-
jections assume that hospital and health
costs will continue to rise somewhat
more rapidly than consumer prices
generally, but at rates below those
experienced in the 1965-1970 period.

Tabie 5.7 presents the projections.!
Total health and hospital expenditures
of states and localities are projected as
rising from $9.7 billion in 1970 to $29.9
billion by 1980, more than tripling, with
the “health” category showing the
greatest proportionate advance.

10. Data are from U.S, Department of Health, Education, and Welfare, as reported in Statistical
Abstract of the Uniled States, 1972, p. 74. The total days spent in mental hospitals based on the
rate per thousand members of the population, doclined from 1.261 in 1985 to 862 in 1970, about

one-third.

11. Bee Appendix I for basis of derlvation. The health und hospital projections, unlike those for other
functions, are based on a continuation of real per capita increases corresponding to those of the
period 1885~1970, instead of those for the sixties as 8 whole.
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VI.
Expenditures for Highways and Streets

State-local units have responsibility
fur providing and maintaining some 3.8
million miles of highways and streets.!
About one-fourth of the existing mileage
has been constructed with partial sup-
port from the Federal government, and
falls within what is known as the
Federal-aid system. States and localities,
however, finance upkeep and main-
tenance for the Federal-aid system and
all costs of the 2,8 million miles outside
the system (Table 6.1).

Among levels of government, the
states have principal responsibility for
both financing and administering high-
ways. About one-half of highway funds
derives from state sources, mainly
motor fuel and vehicle taxes on highway
users, supplemented by tolls on roads
and bridges, general fund appropria-
tions, and bond issue proceeds. Federal
support, about 30 percent of the total,
comes from Federal excise taxes on
motor fuels and certain vehicles, dedi-

1. The Bureau of Census classification of highways, used in this study. includes provision and main-
tenance of highway facilities, Including toll turnpikes, bridges, and tunnels and ferries, as well
as regular roads, highways, city streets. street lighting, and snow and ice removal, Excluded from
expenditures for highways under the Census concept are interest on highway debt, debt retirement,

highway police patrols, and traffiic safety.

Table 6.1

State-Local Road and Street Mileage in the United States Classified by
Road Systems, December 31, 1971

(Mileage in thousands)
Total Not Federally aided
Federally

aided and . Percent

System other Mileage of total
Total 3,759 2,836 75
State highways, total 760 180 24
Primary system 469 28 6
Secondary system 134 49 37
County roads under state contro! 156 104 67
County roads 1,727 1,438 83
Town, township, and other local 530 523 99
City streets® 516 472 91
All other® 227 224 99

a. Municipal extensions of county, town, and township roads included.
b. State and national parks and reservation roads and toll facilities.
Sou ~e: U.S. Department of Transportation, Federal Highway Administration,

65




cated to the highway trust fund,
established by law in 1956, The remain-
ing 20 percent is collected by counties,
townships, and municipalities largely in
the form of property taxes, assessments,
and other general revenue sources.

From an administrative standpoint,
the states also have the dominant role,
disbursing nearly three-fourths of high-
way funds, either directly or through
local governments. Dircet Federal ex-
penditures for highways (less than 2 per-
cent of all highway spending) are made
only on roads in national parks, forests,
and other roads owned by the Federal
government, comprising about 5 percent
of total highway mileage.

For many years capital costs have
been by far the most expensive item
in highway budgets. Capital invest-
ment—to enlarge, reconstruct, and
modernize existing facilities—currently
runs about twice the size of outlays for
maintenance, administration, and other
current operations.

Recent Trends

Although highways in 1970 remained
the second most costly function of
state-local units, their relative im-
portance in the total declined during the
sixties.? Highway outlays rose from
$9.4 billion in 190 to $16.4 billion in
1970, or 74 perceat, less than half the
rate experienced for all generaf functions.
As a result, highway spending dropped
successively from 18 percent of general
expenditures at the beginning of the
decade to only 12.5 percent in 1970,
This recent budget share is approxi-
mately the same as existed in 1950
before the acceleration of the Federal-aid
highway program (1956). Highway out-
lays have also declined in relation to

2, In fiscal 1971, highways dropped into third place. behind ecucation and welfare. Historical data
on expenditures appear in Table 6.5. along with projections. Trends {n outlays for all functions 8
au share of total budgets and in relation to population and income are shown in Chupter VII.
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personal income, although per capita
amounts have steadily increased.

Other perspectives on highway finance
during the sixties are depicted in Table
6.2. The rise in highway outlays was
accompanied by increases in consumer
expenditures for user-operated trans-
portation, miles of vehicular travel, and
motor vchicle registrations. There was
very little increase in total highway
mileage, as efforts were mainly on re-
constructing and improving existing
roads, especially those in the Federal-aid
system. Inflationary trends were quite
pronounced, particularly in the period
from 1965 to 1970, when highway con-
struction costs rose at the rate of
almost 7 percent annually.

Thus it cost $1.39 in 1970 to buy the
same physical volume of highway con-
struction that $1 would buy in 1965. As
a result, the real volume of capital input
during the last part of the sixties de-
clined (in spite of a $2.5 billion current-
dollar increase). The real rate of increase
in maintenance and other current opera-
tions was little more than 2 percent per
year, as compared to the close o 8
percent per year curren{ ollar rise.

Receipts of hughway-user taxes, buth
Federal and state-local, generally parsl-
leled the rise in expenditures; Federal
grants, however, slowed perceptibly in
the latter half of the sixties. The volume
of highway debt outstanding rose only
about half as much as indebtedness for
other government functions.

Federal Aid System

Although, as noted above, most
highways and streets lie outside the
Federal aid system, Federal highway
policy since 1956 has played a major
role in influencing state-local highway




finunce.* There wre several different
Federal highwav grant programs, and
the number hus grown in recent vears.
Among the various programs, the major
ones are the 42,500-mile system of

Interstate and Defense Highways; and
the primary, secondary, and urban
(so-called ABC) system, which is not
limited in milenge. Federal grants cover
90 percent of capital costs on the inter-

3. The most immediate effect, of course, 18 on capit.! outlays; lowever, once roads are improved to
higher standards. maintenance costs, horne solely by stata-local units, become higher,

Table 6.2

Selected Factors Affecting Highway Finance
Selected Ye ‘<, 1960-1970

Annual rate o
change (percent)

Factor 1960 1965 1970 1960-65 1965-70
Total highway mileage 3,546 3,690 3,730 .8 .2
Ruial 3,116 3,183 3,169 4 ~.1
Municipal 430 507 561 3.3 2.1
Motor vehicle miles of
travel (billions) 718.8 887.8 1,120.7 4.3 4.8
Motor vehicle registrations
(thousands® 13, 19 90, 358 108,436 4.1 3.7
Consumer expe.. :::..res for
user-operated trans. _
portation (millions) $39,825 $54,356 $72,262 6.4 5.9
Highway maintenance and
operation cost index
(1967 = 100) 78.4 89.7 116.8 2.7 5.4
Highway construction cost
index (1967 = 100) 80.1 90.3 125.6 2.4 6.8
Federal grant~ to state-
local governments for
highways (millions) $ 2,935 $ 4,011 $ 4,520 6.5 2.4
State-local expenditures
for highways, total
(millions) $ 9,428 $12,221 $ 16,427 5.3 6.1
Capital outlay 6,340 8,324 10,762 5.6 5.3
Maintenance 3,08 3,897 5,665 4.8 1.8
State-local highway debt
(millions):
Debt issued $ 1,206 $ 1,070 $ 1,890 ~2.4 12.0
Debt redeemed 616 855 1,271 6.8 8.3
Debt outstanding 13,166 15,316 19,008 3.1 4.4
Highway taxes (millions):»
Federal $ 1,984 $ 2,792 $ 3,776 7.1 6.2
State-local 5,068 6,476 9,228 5.0 7.3

a, Motor fuels, motor vehicle licenses, and operators’ licenses.

Source: U.S. Department of Transportation, Federal Highway Administration; and 4.5. Department of
Commarce, Rureau of Economic Analysis. Computations by Tax Foundation,
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Table 6.3

Status of Mileage in the Interstate and Defense Highway Systems
As of September 30, 1972

Percent of total
Number of
Status miles 1972 1966
Total designated for the system 42,500 100 100
Open to tratfic, total 33,796 8n 52
Campleted to acceptable standards 28,957 68 39
Improved to presently adequate stand-
ards® 2,534 6 8
Toll facilities 2,305 5 6
Work in progress, total 7,374 17 42
Under construction 3,742 9 14
Engineering or right-of-way 3,632 9 27
Preliminary status or not in progress 1,330 3 6

a. Some $45 billion has been spent for the Federal-aid Interstate program since the accelerated program

began in 1956,

b. As of March 31; the designated system totaled 41,000 miles in 1966,
¢. Additional improvements are needed to meet full stundards.
Source: U.S. Department of Transportation, Federal Highway Administration,

state system (somewhat more in those
states with large ar- s of public domain)
and match state funds on a 50-50 basis
for the primary, secondary, and urban

programs.

The Interstate System.
ress toward completion of the interstate
system is shown in Table 6.3, "n. the
past six years over 12,000 additional
miles of the system have been opened to
traflic, bringing the total ..pen to nearly

34,000 miles, about four-fifths of the
scheduled mileage. In 1966, only about
half the system was open to traffic.
Mationally, there remains a considerable
amount of work in each of the process
stages (construction, engineering, and
right-of-way acquisition). Some states
are quite close to completing their des-

Recent prog-

. N R

ignated . the system; others
have furiher .. .00

Several legislative and administrative
developments in recent years affect the
future of the interstate system. In 1968,
Congress apr«oved an increase in the
designated mileage of the system from
41,000 to 42,500 miles. By 1970 it had
become clear that the system could not
be completed by the 1972 target date,
and Congress extended the completion
date through fiscal year 1976, at the
same time extending the Highway
Trust I'und for five years (to October
1, 1977), with Federal taxes continued
at existing rates. Moreover, administra-
tive estimates of the totul costs of the
system were also increased. Originally
estimated to cost $27 billion, the inter-

4, For example, at the end of June, 1969, soven states had obligated funds for all prelimlnary engineer-
Ing. and 30 states had 5 percent or less to ha obligated. Flve states had obligated all right-of-way
and 13 had 5 percent or less to he obligated. 1970 National Highway Needs Report, U.8, Depart
ment of Transportation, Fedoral Highway Administration, Burcau of Public Roads, Washington,

D.C., December 10680, p, 20,
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state system, according to 1972 projec-
tions, will cost $68.3 billion, 47 percent
more than the amount estimated in
1965. The cost over-run, which will
eventually prove even larger no doubt,
is attributed to higher design standards,
inflation, and added system miles.?

Other Federal Aid Systems. During
the past six years an additional 61,000
miles in the Federal-aid ABC program
were completed, bringing the total
since July 1, 1956 to 272,000 miles
completed, with construction or im-
provement of some 14,000 additional
miles uaderway or authorized (Table
6.4). Cumulative investment for con-
struction of these systems is close to
$34 billion. Costs ure presently shared
on an approximately equal basis by
Federal and state-local governments.
(The 1970 Federal-Aid Highway Act
changed the Federal share of ABC
funds from 50 to 70 percent, effective
July 1, 1974.)¢

Other Recent Developments

From 1965 through 1969 Federal high-
way disbursements to states and lccali-
ties—for work completed on all Ny S~
tems—remained steady at close to $4
billion a year, about four-fifths of which
was allocated to the Interstate System.’
The scheduled amounts for distribution
in the early part of the seventies are
more than one-third larger, in view of
Congressional action in recent years. In
addition to increasing the annual
amounts available for the interstate
system and the regular ABC system,
legislation introduced several new pro-
grams and expand .d others, Included

6. 1070 Needs Report, op. cit., p. 26.

Table 6.4

Active and Completed Projects In
the Federal-Aid Program of
Frimary, Secondary, and
Urban Highways

As of September 30, 1972
Number Total
of cost
Status miles  (billions)
Total 272,359 $33.7

Completed since

July 1, 1956 258,645 25.5

Underway or
authorized 13,714 5.1

a. Includes $3.1 billion of work in the engineering

or right-of-way acnuisition stage, not shown sepa-

rately.

Source: U.S. Department of Transportation, Fed-
eral Highway Administration,

were programs for Appalachian road-
building; landscaping, scenic enhance-
ment, and other beautification; new
highway and motor vehicle safety; new
urban traffic operations improvements
(TOPICS) to reduce traffic congestion
in urban areas; expanded aid to high-
ways in rural areas; new Economic
Growth Center highways; special high-
way employee training; bridge replace-
ment; und a new urban gystem to help
solve urban transportation problems.

A discussion of the full scope of
these recent program developments lies
outside the range of this study. Initial
authorizations for Federal expenditure
are relatively small, in comparison
with most older programs, and some
of the newer efforts are of an experi-
mental or temporary nature. Two,

6. - ler discussion of theso and other highway financing arrangonients, see Highway Statistics,
1070, U.8. Department of Commerce, Federal Highwa, Administration, pp. 04-08,

7. Although cuthacks, to restrain inflationary pressures and conform to Congressional mandates for
Federal expenditures control, were ordered at Intervals during each of the fiscal yoars 1987 through
1970, the amounts finally made avallable each year were equal to or greator than the projected
amounts hofore the cutback, 1970 Needs Report, op, cit., pp. 5152,
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however, merit special comment: the
new urban system and the bridge re-
placement program. The Federal-aid
program in urban arens has heretofore
been confined by law to extensions of
the rural interstate and primary routes
into and through the cities. The new
system will consist of additional routes,
to be select -1 cooperatively by local
officials and state highway administra-
tors. Congress authorized $100 million
for the urban system for each of the
fisecal years 1972 and 1973. These
amounts are said to represent only a
small fraction of sums needed, which
are estimated at $4 billion annually
over the next 20 years, without any
allowance for cost increases.®

Similarly, the bridge replacement
program, for which Congress authorized
$125 million annually in 1971 and 1972,
will require large sums. The initial
plan calls for an inventory of all bridges
on the IFoderal-aid system; evaluation
of their serviceability, safety, and es-
sentiality for public use; and assignment.
of a priority for replacement of each
bridge. Preliminary estimates indicate
that, of the 563,000 bridges in the nation,
88,900 are critically deficient, and that
900 new major waterway crossings are
needed. Total costs are estimated at
$18.8 billion. Nearly three-fourths of the
bridges are on country, secondary, and
rural roads not affiliated with the
Federal-aid highway system.®

'The needs estimate covers capital
expenditure requirements  only—i.e.,
new construction, reconstruction, major
resurfacing, and enhancement—and ex-
cludes the $18.8 billion said to be needed

for bridges. Maintenance and ad-
ministration expenses are not included.
In presenting the needs estimates, the
Bureau of Public Roads cited several
reasons why the projections probably
understate actual current needs: (1)
travel projections, particularly in urban
arens, have proved too conservative in
the past, and seem likely to be so in
the latest projections; (2) legislution
since the basic estimates were prepared
has provided for new programs such as
an urban system, relocation housing
assistance, and fringe parking; (3) the
growing awareness of the social and
environmental responsibilities of the
highway program calls for new design
concepts; and (4) new safety features
are not reflected in the projection of
needs. '

Even with the exclusions noted, this
needs estimate implies a level of high-
way capitz! outlay, in each of the aext
15 years, roughly twice present fpend-
ing. Drawing board needs, of course,
differ from what is technically, politi-
cally, or economically feasible to ac-
complish within a given time span.
Existing Federal highway-user taxes, if
extended, would yield an estimated
$6.6 billion in 1980, only $1.7 billion
more than in 1970. State-local highway-
user receipts, which support both main-
tenance and co;ital expenditure, now
amount to $9 billion (excluding bond
proceeds) and will rise slowly. Thus
within the present financial structure,
it seems highly unlikely that such needs
estimates could become a realistic
policy goal for achievement in the next
15 years.

8. Address by Federal Highway Administrator F, C, Turner hefore Northern Virginia Chapter,
Virginla Motor Vehicle Conference, Suptomber 23, 1971, Arlington, Virginia, 1.8, Department of
Transportation, Federal Highway Administration News, pp. 4-6.

9, 1970 Needs Reporl, op. cit.. p. b9,
10, Ibid.. p. b4,
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Projections

The full effect of recent Federal
legislation on highway policy remains to
he seen, and still other questions con-
cerning future policy are as yet un-
answered. What seems clear, however,
is that as work on the 42,500-mile

interstate svstem tapers off, there is not
likely to be a corresponding decline in
highway activity. Numerous other pro-
grams seem potential candidates for
Congressional consideration, As noted
above, the new urban system and the

bridge replacement program will require
sizable funds if these program goals
are to be realized. The Federal Highway
Administrator has suggested that the
major focus of the post-interstate pro-
gram should be on cities and the primary
road system. The latter system is made
up of highways usually signed as U.S.
routes (e.g., U.S. 1). One recommenda-
tion is that the heaviest traveled of
these roads be converted into “Junior
Interstates,” by building a parallel two-
lane road to make divided highways out
of them; estimated Federal and state

Table 6.5

Local Expenditures for Highways by Purpose
Actual and Projected, Selected Fiscal Years, 1955-1980

Purpose
Total Current Capital
Fiscal year highways operation outlay
Amount (millions)
Actual:
1955 , $ 6,452 $ 2,215 $ 4,237
1960 9,428 3,088 6,340
1965 12,221 . 3,897 8,324
1970 16,427 5,665 10,762
Projected: |

1975 22,969 8,209 14,760
1980 29,810 11,402 18,408
Percent increase, selected intervals

1955-1960 46 39 50
1960--1965 30 26 3
1965-1970 34 45 29
1970-1975 40 45 37
1975-1980 30 39 25
1960-1970 74 83 70
1970-1980 81 101 n

Source: Actual data from U.S. Department of Commerce, Bureau of the Cansus. Computations and

projections by Tax Foundation,




costs are a minimum of $2 billion
annually.!

Although illustrative projects have
been indicated, no attempt is made here
to specify the nature of future highway
investment. The projections assume that
increases in capital expenditures for
highways will parallel those of the past
decade, rising somewhat more rapidly
in the early part of the seventies and at
a slightly slower pace therenfter, follow-
ing completion of the interstate system.
(It is implicitly assumed here that the
Highway Trust Fund or an alternate
means of Federal financing will be
continued past the presently scheduled
rxpiration date in 1977.)

Capital expenditures are estimated at
$14.8 billion in 1975 and $18.4 billion
in 1980, as compared with $10.8 billion

in 1970. For the decade as a whole,
the projected annual rate of rise is
5.5 percent, the same as was experienced
during the sixties (Table 6.5).

Outlays for current operations—main-
tenance, administration, and research—
are projected to double during the
decade, rising from $5.7 billion in 1970
to $11.4 billion in 1980. The accelerated
rate, 7.2 percent per year as compared
to 6.3 percent in the sixties, is due
mainly to sharply rising costs foreseen
for maintaining roads and streets.

According to the projections, total
highway outlays would rise by about
four-fifths, or from $16.4 billion in
1970 to $29.8 billion in 1980. Relative
gains would average 6.1 percent
annually, as compared to 5.7 percent in
the previous decade.

11. Addreas by F. C. Turner. Federal Highway Administratc <, before Annual Highway Safety Con-
farence of the National Association of Women Highway Safety Leaders, Inc.,, October 5, 1971,
U.S. Department of Transportation. Federal Highway Administration News.




VIIL
Over-All Expenditures

and Related Considerations

This Chapter reviews recent over-all
trends in spending, presents projections
for the categories not included in the

four major- functions previously dis- -

cussed, and summarizes the expenditure
projections. At the same time, perspec-

tives on the expenditure totals are pro- -

vided by comparison of rates of growth
over time, and in relation to population
and income.

Trends in Over-All Spending

While the expansion of state-local
budgets has been remarkably persistent
from year to year since 1950, there have
been at least three apparent “cycles” of
growth, each of intermediate length.
These three periods were characterized
by different rates of change reflecting
underlying social, political, and economic
forces at work. The first occurred in the
postwar years up to 1960, when states
and localities—like other sectors of the
economy—were trying to cope with
dislocations generated largely by the de-
pression in the thirties and the war in
the forties, as well as by changing de-
mographic characteristics. These in-
fluences have been documented.! In the
years from 1950 to 1960 state-local
general outlays grew from $23 billion to
$52 billion, at average annual rates of
around 9 percent. During the same
period, growth in the over-all economy,
as measured by the gross national

product, increased at rates under 7 per-
cent annually.

By the early sixties, the thrust of the

“forces more or less automatically boost-

ing state-local outlays appeared to have
lessened somewhat. Expenditure gains
from 1960 to 1965 eased to 73 percent
annually, not so far out of line with
increases in other major sectors. (The
gross national product rose by a little
over 6 percent a year.)

A third ‘“cycle” appears to have gotten
under way in the last half of the sixties,
ushering in unprecedented increases in
outlays of states and localities. Spending
rose from $75 billion in fiscal 1965 to
$131 billion by 1970, by more than
three-fourths. Annual rates of growth
averaged 12 percent in this five-year
interval, and extended up to 13 and 14
percent in the most recent years re-
ported. By comparison, annual rates of
change in other sectors of the economy
from 1965 to 1970, seemed modest 2

Rate
Sector (percent)

Consumer buying 7
Business spending for new

plant and equipment b
Federal government pur-

chases 8
Gross national product 7
State-local purchases 12

1. Bee, for example, Fiscal Qutlook for State and Local Government to 1075, Tax Foundation. 1006,
2, Computations based on purchuses of goods ~nd services, calendar year basis. Data from Bureau of
Economic Analysis, U,8. Department of (*~amerce,
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Table 7.1

Sources of Growth in
State-Local General Expenditures

Fiscal Years 1965 to 1970
Amount
Annual Percent of
rate of of Increase
change total (bil-
Source (percent) Increase lions)
Population®* 1.1 9.1 $5.2
Price® 3.8 31.7 18.0
Other 7.1 59.2 33.6
Total 12.0 100.0 $56.8

a. Total population growth only.

b. Consumer prices only.

Source: Computed from data published by U.S.
Department of Commerce and U.S. De-
partment of Labor,

Available evidence suggests that in the
past two years (since the 1970 fiscal
year ended) state-local finance has
continued as the number one growth
sector of the economy, although there
are indications that recent increases
have receded from previous peak rates.

Some of the underlying influences
are discussed in Chapter I1. While it is
not possible to isolate and measure the
influence of all causal factors, Table 7.1

.summarizes effects of some broad ele-
ments. It shows the relative contribu-
tion of changes in population and prices
generally to the 1965-1970 expansion of
state-local outlays.

Within the context of this analysis,
it can be seen that factors other than
general population and price trends
contributed nearly three-fifths (834 bil-
lion) of the increase. This ‘“‘all other”
category includes the effects of program
additions and expansions; excess in-
flation (us through more rapidly rising

salaries in government, medical care,
construction, etc.); more intensive
utilization of state-local services per
unit of population; and still other
influences.

General price effects, however, were
significant, accounting for almost one-
third, or $18 billion, of the 1965-1970
rise in state-local spending. General
population growth accounted for less
than 10 percent, or $5 billion, of the
rise.

The Outlook

Previous chapters have dealt with
education, public welfare, health and
hospitals, and highways. In total these
four largest categories account for about
70 percent of state-local general spend-
ing. To gain perspective on the entire
expenditure outlook, it is first necessary
to examine the remainder of categories,
accounting for about 30 percent of the
total. '

Miscellaneous General Expenditures.
These other services, classified as ‘“‘mis-
cellaneous,” cover a wide range of some-
what heterogeneous activities. While
there was variation in growth rates
among the different types of services in
this group, the over-all rate of increase
in the past decade was similar—only
slightly less—than for the four largest
categories, FFrom 1960 to 1970 miscel-
laneous general expenditures rose from
$16 billion to $38 billion, or at an aver-
age rate of 9.3 percent a year. After
adjustment for growth in total popula-
tion and in general prices, the annual
increnses during the sixties averaged 5.5
percent; that is to say, the per capita
rise in real terms was 5.5 percent a
year.?

Projections for the six segregable
classifications of these miscellaneous

3. '"Real," as used hers, means that adjustment has boon made for consumer prices generally: no
account 18 taken of differential rates which apply to state~local purchases (see discussion in Chap-

ter 11).
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Table 7.2

Detail of State-Local General Expenditures for Miscellaneous Functions»
Actual and Projected, Selected Fiscal Years, 1950-1980

Function
Interest Housing
Police on Sanitation and
and General general and urban All
Fiscal year fire control® debt sewerage renewal other®
Amount (millions)
Actual:
1950 $1,264 $1,041 $ 458 $ 834 $ 452 $ 3,070
1955 1,923 1,452 838 1,12 499 3,819
1960 2,850 2,113 1,670 1,727 858 6,313
1965 3,855 2,773 2,490 2,360 1,250 9,358
1970 6,518 4,682 4,374 3,413 2,138 16,715
Projected:
1975 10,448 7,0 7.5.06 8,585 3,585 28,800
1980 16,226 11,340 12,475 11,333 5,826 46,760
Percent increase, selected intervals
1950-1455 52.1 39.5 83.0 36.9 10.4 24.4
1955-1960 48.2 45.5 99.3 51.2 L7119 65.3
1960-1965 35.3 31.2 49.1 36.7 45.7 48.2
1965-1970 69.1 68.8 75.7 44.6 71.0 78.6
1970-1975 60.3 58.1 71.6 151.5 67.7 72.3
1975-1980 55.3 53.2 66.2 32.0 62.5 62.4
1960-1970 128.7 121.6 161.9 97.6 149.2 164.8
1970-1980 148.9 142.2 185.2 232.1 172.5 179.7
Annual rates of change, selected intervals
1950-1955 8.8 6.9 12.8 6.5 2.0 4.5
1955-1960 8.2 7.8 14.8 8.6 11.4 10.6
1960-1965 6.2 5.6 8.3 6.5 7.8 8.2
1965-1970 11.1 11.0 11.9 1.7 11.3 12.3
1970-1975 9.9 9.6 11.4 20.0 10.9 11.5
1975-1980 9.2 8.9 10.7 5.7 10.2 10.2
1960-1970 8.6 8.3 10.1 7.0 9.6 10.2
1970-1980 9.5 9.2 11.0 12.8 10.5 10.8

a, Totals appea: in last column of Table 7.3.

b. Includes financial administration,

c. Excludes education, highways, public welfare, and health and hospitals.

Source: Basic data from U.S. Department of Commerce, Bureau of the Census. Computations and
projections by Tax Foundation.
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Table 7.3

Summary of State-Local General Expenditures by Major Function
Actual and Projected, Selected Fiscal Years, 1950-1980

Major function

Health
Total Public and All
Fiscal year general Education Highways welfare hospitals other*

Amount (millions)

Actual;
1950 $ 22,787 $ 7,117 $ 3,803 $290. $1,748 § 7,119
1955 33,724 11,907 6,452 3,168 2,524 9,673
1960 51,876 18,719 9,428 4,404 3,794 15,531
1965 , 74,546 28,563 12,221 6,315 5,361 22,086
1970 131,332 52,718 16,427 14,679 9,668 37,840
Projected:
1975 214,800 80,746 22,969 27,128 17,631 66,326
1980 320,021 116,877 29,810 39,460 29,914 103,960
Percent increase, selected intervals
1950-1955 48.0 65.9 69.7 7.8 4.4 35.9
1955-1960 53.8 57.2 46.1 39.0 80.3 60.6
1960-1965 44.0 52.6 29.6 43.4 41.3 42.2
1965-1970 76.2 84.6 34.4 132.4 80.3 71.3
1970-1975 63.6 53.2 39.8 84.8 82.4 75.3
1975-1980 49.0 4.7 29.8 45.5 69.7 56.7
19601970 163.2 181.6 74.2 233.3 154.8 143.6
1970-1980 143.7 121.7 81.5 168.8 209. 174,7
Annual rates of change, selected intervals
1950-1955 8.2 10.7 11.2 1.5 7.6 6.3
1955-1960 9.0 9.5 7. 6.8 8.5 9.9
1960-1965 7.6 8.8 5.3 7.5 7.2 7.3
1965-1970 12.0 13.0 6.1 18.4 12,5 11.4
1970-1975 10.3 8.9 6.9 13.1 12,.¢ 11.9
1975-1980 8.3 1.7 5.4 7.8 11.2 9.4
1960-1970 9.7 10.9 5.7 12.8 9.8 9.3
1970-1980 9.3 8.3 6.1 10.4 12.0 10.6

a. See detail in Table 7.2,
Source: Basic data from U.S. Department of Commarce, Bureau of tha Census. Computations and
projections by Tex Foundation.
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functions appear in Table 7.2, along
with historical trends. The projections
are designed to answer the question:
What levels of expenditure would prevail
in 1975 and 1980 if per capita spending
for each of the functions, in constant
dollars, continues to rise at the rate
experienced from 1960 to 1970?

~Aecording to the projections, outlays

for the miscellaneous activities would
rise fr.an $38 billion in 1970 to $104 bil-
lion by 1980, by 10.6 percent annually.

The fastest growing categories among
these miscellaneous functions are scen
as sanitation and sewerage; interest on
general debt; housing and urban re-
newal; and “‘all other.”” The last group-
ing includes local parks and recreation,
natural resources, airports, water trans-
port and terminals, employment security
administration, and general public build-
ings.

In all cases the increases depicted
for the rest of the seventies are some-
what above those of the sixties. The
differential is due to the assumption
that general prices will rise slightly
faster in the period ahead.

 Summary of Expenditure

Projections

The outlook for total spending by
major functions is depicted in Table
7.3, in comparison with historical trends.
Under the assumptions behind this
study, state and local general expendi-
tures would rise from $131 billion in
fiscal 1970 to $215 billion by 1975 and
$320 billion by 1980. The ten-year rise
to 1980 of 144 percent would be some-
what less than the 153 percent growth
in the past decade. In terms of annual
rates, the projections indicate a 9.3
percent yearly rise to 1980, compared

Table 7.4

Functional Distribution of State-Local General Expenditures
Actual and Projected, Selected Fiscal Years, 1960-1980

Percent of total
Actual Projected

Function 1960 1965 1970 1975 1980

Total general 100.00 100.00 100.00 100.00 100.00

Education 36.08 38.32 40.14 37.59 36.52

Highways 18.17 16.39 12.51 10.69 9.32

Public welfare 8.49 8.47 .18 12.63 12.33

Health and hospitals 7.31 7.19 7.3 8.21 9.35

Police and fire 5.49 5.17 4.9 4.86 5.07

General control® 4.07 3.72 3.5 3.45 3.54

Interest cn general debt 3.22 3.3 3.3 3.4 3.9

Sanitation and sewerage 3.33 .17 2.60 4.00 3.54
Housing and urban '

renewal 1.65 1.68 1.63 1.67 1.82

Other general 12.17 12.55 12.73 13.41 14.61

a. Includes financial administration.
Source: Computed from data in Tables 7.2 and 7.3.
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Table 7.5

State-Local General Expenditures for Major Functions in
Relation to Personal Income

Actual and Projected, Selected Fiscal Years, 1960-1980

Expenditures per $1,000 of personal income

Actual Projected
Function 1960 1965 1970 . 1975 1980
Total general $131.99  $144.82  $169.03 $184.16  $193.68
Education 47.63 55.49 67.85 69.23 70.73
Highways 23.99 23.74 21.14 19.69 18.04
Public welfare 11.20 12.27 13.89 23.26 23.88
Health and hospitals 9.65 10.41 12.44 15.12 18.10
Police and fire 1.25 7.49 8.39 8.96 9.82
General control® 5.38 5.39 6.02 6.35 6.86
Interest on general debt 4.25 4,84 5.63 6.44 7.55
Sanitation and sewerage 4.39 4.58 4.39 7.36 6.86
Housing and urban
renewal 2.18 2.42 2.75 3.07 3.53
Other general 16.06 18.18 21.51 24.69 28.30

a. Includes financial administration,

Source: Computed from data in Tables 7.2 and 7.3.

to 9.7 percent in the sixties. Highor
rates, averaging 10 percent annually,
are portrayed in the first of the projec-
tion period, gradually slowing to 8
percent in the last part of the decade.

The only factor accounting for the
indicated decline in the over-all rate of
spending is the expectation that case-
loads in education and in welfare will
rise less rapidly in the years shead. For
all other services combined (i.e., the
total less education and welfare), out-
lays are shown as rising from $64
billion in 1970 to $i60 billion in 1980,
or at annual rates averaging 9.6 percent
as compared with 8.3 pereent in the
sixties,

Other Perspectives cn the
Projections

The projections reveal some shifts as
among different functional groupings,
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as well as further increases above the
rise in personal income and population.

Functional Shifts. Some reallocation
of funds among the major functions is
foretold in the projections, with the
role of education and highways in the
total declining significantly from recent
levels (Table 7.4). The share of the
budget devoted to education rose from
36 percent in 1960 to 40 percent in
1970, but is projected to fall back to 37
percent by 1980. The share for high-
ways—I18 percent in 1960, fell to 12.5
percent in 1970 and is projected to drop
to just over 9 percent by 1980. Further
increases in the portion of funds for
public welfare, health and hospitals, and
most other types of general spending
are foreseen by 1980.

Relation to Income. Table 7.5 directs
attention to the relationship between
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state-local expenditures and personal”

income. I'rom 1960 to 1970 expenditures
rose from $132 to $169 per $1,000 of
personal income. The increase in ex-
penditures (153 percent) was nearly
three-fifths higher than the 98 percent
rise in personal income. The 1980 pro-
jections of expenditures amount to

$194 per $1,000 of the assumed levels
of personal income. All major functions
except highways would continue to
rise at rates above personal income
gains.

Per Capita Changes—Curvent and Con-
stant Dollars.  Data in Tt hle 7.6 provide

Table 7.6
Per Capita State-Local General Expenditures for Major Functions in
Current and Constant Dollars
Actual and Projected, Selected Fiscal Years, 1960-1980

Amount Percent increase®
Actual Projected
1960-  1570-
Function 1960 1970 1975 1980 1970 1980
Current dotlars
Total general $289 $644 $993  $1,386 123 115
Education 104 259 373 " 506 148 96
Highways 53 81 106 129 53 2]
Public welfare 25 72 125 171 193 137
Health and hospitals 21 47 82 130 124 173
Police and fire 16 32 48 70 101 120
General control® 12 23 34 49 95 114
Interest on general debt 9 21 35 54 131 152
Sanitation and sewerage 10 17 40 49 74 193
Housing and urban
renewal 5 10 17 25 119 141
Other general 35 82 133 203 133 147
Constant 1970 dollars®
Total general $380 $644 $821 $990 70 54
Education 137 259 309 361 89 40
Highways 69 81 88 92 17 14
Public welfare 32 72 104 122 124 69
Health and hospitals 28 47 67 93 )] 95
Police and fire 21 32 40 50 53 57
General control® 15 23 28 35 49 53
Interest on general debt 12 21 29 39 76 80
Sanitation and sewerage 13 17 33 35 33 109
Housing and urban
renewal 6 10 14 18 67 72
Other general 46 82 110 145 78 76

a, Computed on the basis of unrounded numbers.

b. Includes financial administration.

¢. Adjusted by consumer price index.

Source: Computed from data in Tables 7.z and 7.3, ‘vith price data from the Bureau of Labor Statistics,
U.S. Department of Labor.
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perspectives on expenditure trends ad-
justed for population and general prices,
Per capita state-local spending rose
from $289 in 1960, by 123 percent, to
$644 in 1970. In current dollars, the
projections indicate a future rise to
$1,386 by 1980, or 115 percent.

In dollars of 1970 purchasing power,
per capita state-local outlays would
rise by 54 percent from 1970 to 1980,
to 8990. The increase shown for some
services is significantly higher than the
over-all average.

Expenditures by Object. The number
of (full-time equivalent) employees of
state-local jurisdictions is estiinated to
increase by 2.6 million from 1970 to
1980, of from. 8.5 to 11.1 million—a
percentage rate significantly below that
of the sixties (Appendix Table A.5). The
slackening reflects educational trends
discussed eclsewhere. With average
salaries continuing to go up at rates
of the 1960-1970 period, however, pay-
rolls would still increase substantially—
by 2.4 times as compared to 2.6 times
in the sixties.

Capital outlays, in current dollars,
are projected as approximately doubling,
rising from $30 billion in 1970 to $58

4. See Chapter VIiI, page 03.
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billion in 1980 (Appendix Table A.6).
The ‘““money" increase is proportionately
about the same as in the sixties. Growth
in actual physical volume (4.c., adjusted
for prices) would be somewhat: less.

Sonie Uncertainties

Based on trends during the sixties and
assumptions concerning future economic
parameters, the projections do not take
into account future policy decisions
which could influence spending. In
particular, no allowance is made for the
potentially stimulative effect of new
funds from the I'ederal revenue sharing
program.* Other Federal programs are
under consideration (e.g., national
health insurance) or have recently been
enacted (welfare for adult categories)
under which the Federal government
would take over the financing and ad-
ministration of some programs formerly
administered by state-local units. There
is no way of knowing to what extent any
resulting influx of new Federal funds
would add to the total stream of spending
by all levels of governments, or would
serve as a substitute for state-loc. I funds
now applied to similar programs.




VIIL

General Revenues

The rapid growth in state-local spend-
ing during the sixties was paralleled by
gains in revenue.! For the decade as a
whole, annual revenue increases aver-
aged 10 percent. As was the case with
spending, however, this average obscures
the disparate rates of change which took
place at different intervals within the
period. I'rom 1960 through 1965, the
rate of increase was just under 8 percent
a year, more than 2 percentage points
less than the rate for the preceding five
years (1955-1960).2 This slowing in the
revenue growth rate, however, proved
to be short-lived. In the ensuing five
years increases averaged 12 percent
annually and reached 13 and 14 percent
in the last two fiscal years reported
(1969 and 1970). By 1970, general
revenues *totaled $130.8 billon, up $80
billion or 159 pereent from their 1960
level

Accompuanying these revenue inereases
were some significant struetural changes,
as reflected both in intergovernmental
financing arrangements and in the com-
position of revenues raised by state-local
units from their own sources. Each of
the major revenue sources contributed
to ihe over-all rise—state and local

—

N

taxes, charges and other nontax rey-
cnues,” and  Federal grants-in-aid.
While Federal grants more than
doubled, rising faster than other revenue
components, $65 billion, four-fifths of
the decade’s rise in revenues, came .2
state-local own sources. Subst-:: o,
though it was (851 billion), th. ..
stute-locally imposed taxes lugge.. « -
portionately behind that of othes najor
revenue categories, with the result that
taxes dropped from around 72 pereent
of general revenues in 1960 to 66 percent
in 1970. Revenues from charges and
miscellancous sources rose from 15 to 19
percent of the total, and Federal grants
from 14 to 17 percent.

These broad structural changes were
accompanied by other developments
leading to a decline in the role of loeal
governments, relative to higher levels,
in financing combined state-local ser-
vices. Shifts in the intergovernmental
shares of state-local finaneing are de-
picted in Table &1, showing general
revenues aceording to the originating
level of government, During the decade
the rise in funds raised by Federal and
state units combined grew at a rate half
agnin as rapidly as that for locally

v The term “revenu.,'" as used here, deals with *‘general revonue’ only: that is, all state-local
re onuao exeopt that from utilities lguor stores, and fnsuranco-trust systems (ctuployce retiroment,
unemployment and workman's compensation), .
Duta on historical tronds appear in Table 8.11, along with projoctions,
Designated ag current charges amd miscellancous general revenues, these catogories comprise
amounts received from the public for performanece of specifle services honefiving the person charged;
from sales of conurodities and services except those by Hquor stores and locs) atiiities; from foes,
toll charges, tuition, gross incomo of cottunerical-typo activities-—parking lots, school hineh pro-
grams, ote, ©iscellancous general rovends Includes interest carnings on deposits and securitios
other than .aterest on jusurance trust funds, spociol nssessments, sales of property, and other
itoms,
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Table 8.1

Origin of State-Local General Revenues by Level of Government
Selected Fiscal Years, 1960-1970

Level of government

Exhibit: local

— property
Fiscal year Total Federal State Local tax
Amount by originating level (millions)
1960 $ 50,505 $ 6,974 $.0,618 $22,912 $15,798
1965 74,000 11,029 30,610 32,362 21,817
1970 130,756 21,857 57,507 51,392 32,963
Percentage distrit-ation
1960 100.0 13.8 40.8 45.4 31.3
1965 100.0 14.9 41.4 43.7 29.5
1970 100.0 16.7 44.0 39.3 25,2
Hypothetical amounts under 1960 distribution (millions)
1970 $130,756 $16,044 $53,348 $59,363 $40,927
Source: Bastc data from U.S. Department of Commerce, Bureau of the Census. Computations by Tax
Four.dation,
goenerated  funds,  As o result, the revenue originating locally over the ten-

amount raised by Jocal governments
alone dropped from 45 pereent of the
total in 1960 to 39 pereent in 1970, This
shift occurred largely in the last five
vears of the period, In the absence of
this  change in  intergevernmental
shares—and assuming that the same
amount of money would hawe bheen
raised regardless of the level of govern-
ment responsivle for finaneing -~ the loeal
share of the total would have been $59
billion in 1970, instead of the $51 billion
actually raised. Within this framework
of reasoning, revenues raised by localities
in 1970 were less by $8 billion, or 13
_pereent, thua under the 1960 sharing
arrangements,  The  states and  the
Federal government  each  furnished
about $4 hillion of this “reduetion’” in

year span,

This  shift  in  intergovernmental
finaneing also appears to have heen as-
sociated in part with o similar deeline in
administrative responsibility  of local
governments relative to the states, State
direet expenditures for state funetions,
for example, grew by 174 percent. from
1960 to 1970; loeal outlays for services
administered locally grew by 143 per-
cent. To some extent these different
growth rates reflect varving trends in
expenditures for services financed pri-
marily by states (e.g., higher eduention)
or by localities (o, publie schools), In
other instances, however, the  shift
resulted from  deliberate  takeover of
larger shares of  administrative  re-
sponsibility by the states?

4. For example. In 1960 state governments as a wholy (then as now thore wers important varlations
among Individual states) pald directly for about one-half of all public welfars services, with the
Jocalition ag o group disbutsing about the same amount; by 1970, the states spent 26 percent more
than localities in direct welfare ontlays,
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The outlook for future revenues can
best be examined through separate
analysis of the major components of

state-local general re enues—taxes,
charges and miscellaneo' s receipts, and
Federal grants-in-aid.

STATE AMD LocaAL TAXEs

state-local tax collections rose from
$36.1 hillion in 1960 to $86.8 billion in
1970, by over $50 biflion or 140 percent.®
The annual rate of the increase for the
decade as a whole was just over 9
percent. While, as noted earlier, the rise
in taxes alone was not proportionately
as steep as that for other revenue
sources, more than three-fifths of the
total revenue increase came from taxes.
Year-to-year increments in tax collec-
tions were soniewhat uncven, reflecting
changes in the taxable base brought on
by roth economic fluctuations and new
tax laws. In general, there was a sharp
acceleration in the rate of increase
beginning in 1966. Prior to that—from
1961 through 1965-—annual increments
averaged 7.3 percent. In succeeding
years of the decade annual increases
averaged 11 percent and exceeded 13
percent in 1969 and 1970.

Shifting Tax Sources

Underlying the over-all rise in taxes
were disproportionate rates of growth
in different tax sources. Gaining most
strongly were lev':s on individual in-
come and general sales, for which yields
more than tripled during the decade.
These two sources rose half again as
rapidly as the total for all other taxes
combined. For the most part these
changes represented an extension of
trends since World War I1.

The performance of the property
tax, however, veered from the pattern
set in the previous postwar years. At
the turn of the century the tax brought

i about 82 percent of state-local tax
yields; this portion declined steadily,
weaching 46 percent by 1950. In the face
of widespread predictions of further
decline in its role, the property tax
continued to produce around 46 percent
of all state-Jocal tax revenues through-
out the fifties, and had dropped only
slightly (to 44 percent) in i* share of
the total by 1965,

In the ensuing years, up to 1970, the
property tax portion of state-local
taxes dropped to 39 percent. In terms”
of its contribution ‘o total state-local
general revenue (i.e., taxes, plus nontax
state-local sources and Federal aid ), the
decline was even more precipitate (Table
8.1). The share of the property tax in
over-all state-local finance dropped
from 31 percent in 1960 to 25 percent in
1970. On the basis of the same kind of
shifting analysis discussed above, the
weight of the property tax thus dropped
by ubout one-fiftth during the decade.
Other means of financing, in this sense,
“reduced” property taxes by some $8
billion below the level they would have
attained had they maintained their
1960 role in the over-all state~local
revenue structure.

Still another measure of the shifting
composition of taxes is shown in Table
8.2, relating changes in tax yields to
changes in personal income. The per-
centage change in tax ‘ields per $1,000
of personal income repcesents, in effect,
the change in taxes adjusted for income
growth, These comparisons furnish still
another measure of the rising importance

6. Recelpts from borrowing are not Included In revenues, Debt financing is discussed In Chapter 1X.
6. Data on historles! trots in tax collectlons appear In Tables 8.7 and 8.11, along with projections.
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Table 8.2

Yields of Major State-Local Taxes in Relat.on to Personal Income
Selected Fiscal Years, 1955-1970

Tax yields per $1,000 of personal income

Tax 1955 1960 1965 1970

Total taxes $78.74 $91.89 $99.55 $111.71
Individual income 4.15 6.23 7.95 13.92
Corporation income 2.49 3.00 3.75 4,81
Sales and 2ross receipts 25.63 30.15 33.25 39.02
General 10.36 13.17 15.50 20.76
Selective 15.26 16.98 17.75 18.27
Prop 2rty 35.99 41.74 43.87 43.83
Othes 10.48 10.73 10.73 10.13

Source: Basic data from U.S. Department of Commerce, Bureau of the Census and Bureau of Economic

Analysis. Computations by Tax Foundation,

of income taxes and general sules taxes.
Property tax yields, when adjusted for
income change, rose about 16 pereent
in the last half of the fifties, 5 percent
in the first half of the sixties, and de-
clined slightly in the last half of the
sixties.

Annual Fluctuations

While long-term growth counsidera-
tions are of primary concern in projec-
tion studies, annual fluctuations in
revenues cannot be discounted as re-
gards their possible influence on long-
term yields. An uneven pattern of year-
to-year changes in tax yields mirrors the
expansion and contraction phases of the
business cyele, as well as one-time annual
boosts in the level of taxes following
periods of heavy Jegislative tax activity.?
There appears to be some interaction

between these two sets of forees, as when
threatened deficits—often reflecting a
decline in business activity—are met by
statutory enactment of higher taxes.
Since few tax measures are of a tem-
porary nature, once in force the higher
rates tend to become permanent. Thus
short-term  eyclical  declines  evoke
legislative initiatives with lasting in-
fluence on the long-term level of tax
revenues.

Two periods of reecession occurred
during the sixties: (a) the nine months
following a peak in May 1960 and
extending through February 1961; and
(b) the 12 months from November 1969
to November 1970.% Thus for the 105
months  from [cbruary 1961 to
November 1969, the general economy
was technically in an expansion phase,
although growth during the early years

7. Although absolute growth will continue after the Inltial year reflecting statutory changes, the
poarcentage rise will decline in following years hecause of the larger base against which future annual

increments are to he compared.

8. Based on National Burean of Economic Research, tne. doterminations as publlshed in Business
Conditions Digest, U.N. Department of Conuncrco, Fobruary 1072, p, 110. The dates of the latest
contraction are tontative and subject to revislon as more Information hecomes availablo.
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of the sixties was somewhat sluggish,
The fiseal years during which the reces-
sionary influences were of greatest, duprn-
tion were 1961 and 1970 (in each of
which there were soven montas of
declining ecconomie activity) and 1971
(when five months of the fiscal year fell
within the eontraction phase).

As Table 8.3 indicates, tax vields re-
flected the 1961 downturn, Collections
from individual income and general
sales taxes appear to have responded
immediately, whereas the effeet was
spread ont over several fiseal periods
for other types of taxes, and extended to
1963 in the case of the property tax.
In part, these results may have heen
due to the variation in colleeting and
reporting periods for different. kinds of

tuxes, and for different units of govern-
ment, primarily at the loeal level?
Unlike later years during the sixties,
there was relatively little statutory
action increasing  taxes  from 1960
through 1963, '

Peak growth in tax colloetions gen-
erally coincided with the peak year in
personal income growth (19649). In that
year taxes rose 135 pereent over the
previous year, as income increased by
0.6 pereent. Yields in fiseal 1970, how-
ever, show no visible effeet of the
cconomic  slowdown  that  bhegan  in
December 1969.% Although in part this
result may refleet the kind of lags noted
in the 1961 recession, in the main it
appears that, at least for staies, legisla-
tive action was taken in advance to

9. For most state governments, and for school distriets, the figeal year is tho 12 nonths ending June
#0: among other units of loeal government, there is more variation in fiseal yoars, and a considerablo

proportion use a period ending Docomber 3t,

10, The oxperience was sintlar in fiseal 1971, when the collections rose by 9.4 9.,

Table 8.3

Range of Variation in Annual Increases in
State-Local General Revenue by Source~

Fiscal Years 1961-1970
Low High

— Median

Percent Percent percent

Revenue source Year change Year change change
All general revenue 1961 1.0 1970 14.2 9.8
Total, own sources 1963 6.4 1970 14.2 8.8
Total, taxes 1963 5.9 1969 13.5 8.2
Individual income 1961 6.1 1968 25:4 16.3
Corporation income 1962 3 1969 26.3 12.8
General salec 1961 4.9 1969 20.6 11.0
Selective sales 1962 5.4 1970 13.7 7.6
Property 1963 4.1 1970 11.0 6.8
Other taxes 1962 3.2 1968 11.3 6.2
Charges and misceilaneous 1961 8.5 1970 18.3 11.2
Federal grants-in-aid 1961 2.3 1966 19.8 11.6
Exhibit: personal income 1961 3.4 1969 9.6 1.6

a. Percentage changes over previous fiscal year.

Source: U.S. Department of Commerce, Bureau of the Census, and Tax Foundation computations,
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Table 8.4

Legislative Actions Increasing Major State-Level Taxes
January 1, 1959 through January 1, 1972

Number of legislative actions Number

of states

Increasing Enacting {ovying

Ta Joftal iax rates new taxes tax, 1972
Total 514 474 40 —
General sales 75 63 12 45

Personal income 66 54 12 400

Corporation income n 62 9 44
Motor fuels n 71 —_ 50
Cigarette 145 140 5 50
Alcoholic beverages 86 88 2 50

a. Excludes Connecticut, New Hampshire, and Tennessee, where tax applies to certain investment
income only; and New Jersey, where tax applies to commuters' income only,
Source: Advisory Commission on Intergovernmental Relations (1959-1970) and Tax Foundation records

(1971},

ward off budget deficits which would
otherwise  have resulted  from  the
threatened  decline in  taxes below
amounts anticipated when budgets were
drawn up, sometimes as long as 18 to 30
months in advance of a fiscal period,
Legislative action in 1969 and 1971 set
new records in statutory tax increases,

Just as legislative decisions and
economie change interacted in shaping
short-run fluctuations in tax receipts,
these factors were the major souree of
long-term growth in tax revenues during
the sixties,!!

Legislative Tax Increases

Statutory revisions in state taxes were

extensive during the sixties. Table 8.4

presents the record of new tax enact-

-

ments and rate increases for the six
major state tax sources during the
period from 1959 to January 1, 1972,
During this period there were 40 adop-
tions of a major state tax, and a total
of 474 rate increases in existing taxes,

The annual volume of state tax-
raising measures was especially heavy
in recent years. New records of $4 billion
and $5 billion annually were set in 1969
and 1971, respectively.'2 On the whole,
state and local combined taxes in fiscal
1970 were about $13 billion—more than
one-third—higher than the yields which
would have resulted from the 1965 tax
structure without statutory increases.!?

With these legislative increases, the
top rates imposed on the major tax

11,  Changes in administrative and collection procedures (e.g., withholding of personal Income taxes)
also played somo part 1n augmenting tex collections from existing levies: the ¢uantitative ime-
portance of such procedural doevices. howaever, {8 not readily ascortainable, and on the whole Is
probably relatively small in comparison with the two majr growth sources.

12, “Stato Tax Prospects, 1972, Tax Foundation's Tar Review, Vol. 33, No. 3 (March 1072), Stato
tax actlon I8 reviewed annuaily {n a fall issue of the Trr Review.

13. ‘This $13 billlon reflects initinl yields generated by now legislation, together with subseguent growth
affecting tho base to which the new monsures were applied. 1t 18 based on the difference between
the amount tho 1065 tax structurs would have produced In response to economic change slone and

actunl tax rocelpts in 1970,
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sources moved up sharply (Table 8.5).
General sales tax rates rose from a
maximum of 4 percent in 1960 to 7 per-
cent in 1972, top marginal rates on
personal income from 104 to 18 percent,
and top corporate income tax rates from
94 to 12 percent. Similarly, new break-
throughs occurred in the rates vf the
selective sales taxes. By the end of 1971,
the large majority of states had adopted
all of the major state taxes.

There is no comprehensive record
available as to statutory action on local
taxes, particularly the property tax,
which makes up 85 percent of local tax
revenues. Altogether there were 82,319
local jurisdictions with property-taxing
power in 1962; the number declined to
70,726 by 1967, the latest year re-
ported." During the corresponding inter-
val, the market value of locally assessed

real property rose from $969 billion to
$1,277 billion, or 32 percent (see Ap-
pendix Table A.7). At the same time
(from fiseal 1962 to fiscal 1967) total
property tax collections incereased 38
percent. This relationship suggests that
legal rate increases in this latest Census
period were on the order 1 -percent
annually.'> While comparable data are
lacking for later years, the performance
of the property tax in relation to income
in the period from 1965 to 1970 suggests
that there has been little, if any, over-all
increase in effective property tax rates
in relation to income.

For local nonproperty taxes, the major
legislative development during the
sixties was toward more general use of
local sales taxes. Twelve states approved
local sales tex levies from 1960 to 1970,
bringing the number of jurisdictions

14, Census of Governments, Volume 1, 1962 and 1967, Bureau of the Census, U.8. Department of
Commerce. The decline reflects mainly a reduction n the number of school districts from around
35,000 in 1902 to 22,000 in 1967, partly offset by a rise in special districts. Not all of these latter

districts, however, have taxing powers.

15. This estimate. however, is somewhat tenuous. There are no separate data on the personalty and
realty components of property tax collections: and the market values of property as estimated by
the Bureau of the Census do not extend to personal property. The net assessed value of personal
property. which comprised 14 % of the taxable base in 1906, grow only 139% between 1961 and
1966: the correaponding rise in net assessed value of real property wus 40 %. Ibid.

Table 8.5
lllustrative Trends in Statutory Rates of Selected State Taxes, 1960-1972
= Highest state Lowest state
rate rate
Tax 1960 1972 1960 1972
General sales (percent) 4 7 2 2
Personal income—top marginal rate
(percent) 10.5 18 3 2s
Corporation income—top marginal rate
(percent) 9,59 122 1.75» 2.3
Gasoline (cents per gallon) 7 10 3 5
Cigarette (cents per pack) 8 21 2 2

a, Applies to all taxable income.
Source: State Tax Guide, Commaerce Clearing House.

.

87

0




ERIC

Aruitoxt provided by Eic:

Income Elasticity of Major State-

York City and Baltimore. By 1970 in-
come or payroll levies were being
utilized by several thousand localities in

Table 8.6

Local Taxes:

nine states and the District of
Columbia.!®
A ia
Range in prolected p,,i0ctions—Taxes
other in this s .
Tax studies®  study Given the previously stated wssump-
tions concerning the course of the
Individual income 1.5-1.8 1.7 economy and the automatic response of -
g:);pg:ta;e income l;:}i l'g different taxes to economic growth, it is
Genperalsales 9-1.05 11 now possible to project future yields
Motor fuels 4- .6 .6 from the 1970 tax structure.'” Table
Tobacco 3~ .4 9 8.6 presents data on the typical per-
Alcoholic beverages .4- .6 9 formance of each major tax when income
Oth:;;see;ective 8-1.1 9 rises by one percent.!®
M°tﬁ::;’:2;‘s"° 2- 4 9 If the present tax system were left to
All other 6-1.2 9 itself, without increases in statutory

rates or the adoption of new levies, what

bl

Percent change in tax yield per 1 percent
change in gross national product.

These are elasticities derived in more than a
dozen studies. See Federal-State Coordinaticn
of Parsonal Income Taxes, Advisory Commission
on Intergovernmental Relations, Washington,
October 1965, p. 42, tor a list of authors.

amounts would be available in 1975 and
1980? The results, and some perspectives

on them, appear in the accompanying
tables.

Total taxzes would rige to around $201

billion by 1980, about 2.3 times their

levying th tax to more than 3,500,
located in 4 states and the District of
Columbia. I1 contrast, the trend toward
wider use of 'ocal income taxes was more
restrained. The n.ajor new adoptions of
local income taxes were in Michigan,
where the state authorized a uniform
city income tax in 1964, and in New

size in 1970 (Table 8.7). The rate of ad-
vance would be onl' slightly less than
that experienced during the sixties. It
should be noted, however, that increases
would be somewhat higher—around 10
percent annually—during the early part
of the period, falling to around 7.5 per-
cent in the latter part of the decade.”

16,

17.

18,

19,
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For a discussion of the historical development, revenue effects, and other characteristics of local
sales and incomo taxes, see Ciy Income Tares (1967) and Stale and Local Sales Taxes (1970),
published by the Tax Foundation.

As noted helow, the projsctions ure adjusted for a portion of the state tax changes enacted in
1071, According to the assumptions as spelled cut In Chapter I1, gross national ,;roduct would rise
by 656.0% In current dollars, from 1070 to 1975 and by 41.7% from 1975 to 1940. Real output s
computed a4 rising at 1.1, annually from 1969 prices are assumed to rlso at the rate of 3.0 % from
1970 to 1975 and 3.09% from 1975 to 1080,

Total yleld from a glven tax structure over a period of time will reflect economic change according
to the shifting welght of each tax. The automatic response of tax ylelds to income change, plus
new tax leglstation during the sixties, combined to ralse the over-all income elasticity of state—
local taxes from .91 In 1960 to .08 by 1970, Without further legislation, this moasure would rise te
around 1,07 by 1980. That I8 to say, for each 10 percent change In Income, tax revenues wonld
rise by 10.7 percent. A fuller discussion of elasticities for various taxes was glven In Fiscal Outlook
for State and Local Government to 1975, Tax Foundation, Now York, 1966, pp. 103-106.

T'wo technicul characterlatles of the projections methodology produce this result: (a) the Inclusion
of some 84.4 billlon annually In tax Increases enacted since tho end of the 1970 fiscal portod (up
to October 1971), which have alteady ralsed potential yialds In 1975; and (b) the assumption of &
leveling In general price Increases in the latter part of the seventies. (The tax projections do not

take Into account an additional $1.5 billlon annually In higher state taxes enacted in lato 1971 and
In 1072.)




The outlook would be for a continua-
tion of more intersive use of income
taxes, stability in general sales tax
shares, and furt' er declines in the role
of selective sules, property, and miscel-
laneous taxes. The property tux, al-
though its role in the structure would
declive further, woult cantinie to he
by far the largest singl: tax source, with
yields of around $30 biliicn by 1975 and
$70 billion by 1980. No separate pro-
jections are made as regards taxes
originating at state versus loeal levels.

It is implicit in the projected yield
pattern, however, that further increases
would occur in the state share of all
taxes.

Per capita state-local tax collections
would double, rising from $426 in 1970
Lo 8871 in 1980, or 7.4 perecat snnually,
When adjusted for assumed price
changes, the per capita increase would
be 4.6 percent annually. Total taxss
would rise by about $10 per $1,00¢ of
personal income (see Table 8.8).

Table 8.7

Yields of Major State-Local Taxes by Type of Tax-
Selected Fiscal Years, 1950-1980

Type of tax
_ Sales
Fiscal Individua! Corporate All
year income income  General Selective Property other
- Amount (millions)
Actual:
1950 $ 788 $ 593 $ (b) $ () $ 7,39 $ 2,030
1955 1,237 744 3,090 4,553 10,735 3,125
1960 2,463 1,180 5177 6,672 16,405 4,220
1965 4,090 1,929 7,981 9,13¢ 22,583 5,621
1970 10,812 3,738 16,128 14,194 34,054 7,869
Projected:
1975 24,243 6,749 26,949 19,824 50,911 11,633
1980 41,435 10,124 39,319 25,108 70,003 15,113
Percent of total
1950 5.0 . 3.7 (b) (b) 46.2 12.8
1955 5.3 3.2 13.2 19.4 45.7 13.3
1960 6.8 3.3 14.3 18.5 45.4 11.7
1965 7.9 3.7 15.6 17.8 44.4 10.7
1970 12.5 4.3 18.6 16.4 39.2 , 9.1
]
1975 17.3 4.8 19.2 14.1 3.3 8.3
1980 éi.b 5.0 19.6 12.5 3.8 7.5

a. See total tax collections in Table 8.11. Projections include additions since 1970 up to October 1971:
$5,948 1n 1975, and $8,922 in 1980, Exclude higher state taxes enacted in late 1971 and in 1972, esti.
mated to yield $1.5 billion per year currently,

b. Detall not avallable. Total for general and selective sales tax was $5,154 or 32.4 percent of total tax
revenue, :

Sourca: Baslc data from U.S. Department of Commerce, Buteau of the Census, Computations and

projections by Tax Foundation,
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Table 8.8

State-Local Tax Collections in Rela-
tion to Population and Income-

Selected Fiscal Years, 1950-1980

Per capita®
Per
Constant $1,000 of
Fiscal Current 1970 personal
year dollars dollars income
Actual: :
1950 $105 $170 § 73.21
1955 143 207 78.73
1960 201 264 91.89
1965 265 327 99.55
1970 426 426 111.71
Projected:
1975 649 563 120.29
1980 871 668 121.71

a. Excludes social insurance taxes. Constant
dollar figures adjusted by consumer price
index.

b. Basedon estimated total population, including
armed forcas abroad, at the middle of the
fiscal year.

Source: Basic data from U.S. Department of
Commerce and U.S. Department of Labor.
Computations and projections by Tax
Foundation.

These are the results which would
occur if the present tax structure were
left to itself and if this study’s assump-
tions prove correct as regards the per-
formance of the economy and the rate
of inflation. Revenues from existing
taxes could be higher or lower than pro-
jected, depending upon the frue course
of the economic variables. For a number
of reasons, however, it seems highly im-

probable that the present tax structure
will remain unchanged throughout the
seventies. For example, as noted earlier,
the threat of budget deficits in periods
of recession often induces the states to
enact new and higher taxes.2

Future policy changes—apart from
economic conditions—wit{'play a decisive
role in determining the actual amounts
raised in taxes. Since spending and
taxing go hand in hand, a crucial factor
will be decisions as to how much of the
nation’s resources is to be allocated to
the state-local sector. The structure of
state-local taxes will also be influenced
by future decisions concerning the levels
of government, and the specific tax
sourees, from which funds will be raised.

At present major questions as to
{uture tax structures are posed by issues
in intergovernmental finance. There are
already proposals under active con-
sideration in several states for massive
changes in tax structures growing out
of recent court decisions questioning
the use of the property tax in its present
form for the support of public schools.
The main thrust of these proposals is to
shift more of the tax burden upward to
the state level and to substitute state-
level taxes for a portion of local taxes
on residential property. (See discussion
in Chapter III, page 36.) Actions by
the legislator ..+ voters up to late
1972 suggest .. .. the states will be
slow to approve major changes in their
present school financing arrangements
unless forced to do so by the courts.

OTHER GENERAL REVENUE FROM STATE-LOCAL SOURCES

States and localities in 1970 collecied
some $22 billion in current charges and
fees and miscellaneous general rev-

enues--an amount just slightly in
excess of l'ederal grants-in-aid for the
same year. During the sixties revenues

20, Whiie the projectlons are based on the assumption that there will be no major periods of '‘depres-
ston’’ during the rest of the seventies, recessionary perlods similar to those of the postwar period

ure not ruled out,
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Aruitoxt provided by Eic:

from these state-local sources inereased
from about 15 to 17 percent of all
general revenues,

Charges and fees produced close to
815 billion in fiseal 1970, almost three
times as much as in 1960, primarily from
users of services in the fields of educa-
tion, highways, hospitals, housing and
urban renewal, and sanitation. Table
8.9 presents receipts from these sources,
as related to associnted expenditures,
Except for the housing and urban re-
newal category, it appears that charges
and fees are being relied on more heavily
than in earlier years for financing major
services,?!

Projections—Other General
Revenue

The projections assume a continued
slight upward drift in the role of user
charges and fees, primarily in highway
charges, hospital fees, and sanitation
services. While user receipts in educa-
tion (mainly tuition and fees in higher

education, but also such items as sehool
lunch sales) moved up in their support
of educational outlays in the ecarly
sixties, in recent years they have leveled
off at around f1 pereent of the total.
This constant percentage is applied in
the projections, Under these assump-
tions, revenues from churges and fees
would reach $26 billion by 1975 and
around $40 hillion by 1980, increasing
by 166 percent for the decade.

A relatively small category of state-
local  revenue—“miscellancous  gen-
eral”—displayed the highest growth
rate of any major revenue category
during the sixties as a whole, and more
than doubled during the period from
1965 to 1970 alone. This grouping e¢nn-

‘sists largely of income from special

assessments, sale of property, and
interest earnings. In part this unusual
spurt of growth seems due to conditions
not likely to remain permanent; hence
some slowing of further increases is pro-
jected, with receipts estimated at $13
billion in 1975 and $21 billion in 1980,

FEDERAL GRANTS-IN-AID

Revenues from Federal grants con-
tinued as one of the fastest growing seg-
ments of state local receipts during the
sixties, and the increasing trend was
accelerated in the years from 1965 ‘o
1970. lederal aid provided under $7
billion of state-local gencral revenues in
1960 and almost $22 billion in 1970,
Annual increases averaged 10 percent in
the first half of the sixties and 15 percent
in the second half, Table 8.11 depiets
these aids as defined by the Census

21,
Munictpal Finanee, 'Tax Foundation, 1970,
22,

Bureau under intergovernmental rey-
cnues to states and localities.

Changesin the funcetional composition
of lFederal payments to states and
localities are shown in Table 8.10.2 In
all mujor eategories exeept highways,
Federal puyments to states and loealities
have risen significantly as o share of
state-local outlays for the same fune-
tions, The effects of the introduction
of new programs in education and public

For a fuller discussion of such charges for citios, see Special Assessmenls and Service Char jes in

The series on Federal intergovernmontal expenditures to state local governmonts diffors somewhat

from data published by the Burexu of the Consus on rovenues from this source as roported by stato—
local units, ag woll as from the concept of grants as shown in the Foderal budget, Bookkeeping
and tinung procodures apparently introduce differencos in the two serles as reported by the Congus
Burean, Major difforences botween the Budgot and Consus sorlos on Federal paytonts result
from substantive difforences in definitlon of alds, Por a full discussion, seo Spectal Ay alyses of the
United States Government, Fiscal Your 1973, p. 250,
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Table 8.9
State-Local Revenues from Charges and Fees, by Major Function
Selected Fiscal Years, 1955-1980

Housing
Tatal— and
Fiscal all urban All
year functions Education Highways Hospitals renewal other®
Amount (millions)
Actual: '
1955 $2,927 $ 939 $ 274 $ 453 $ 269 $1,037
1960 5249 1,769 568 883 339 1,760
1965 8,402 3,193 700+ 1,372 458 2,679
1970 14,873 5,803 1,105 3 053 589 4,323
Projected:
1975 25,729 8,882 1,649 6,841 1,144 7,213
1980 39,500 12,856 2,215 11,607 1,815 10,947
Percent of expenditures for associated function

1955 8.8 7.9 4.2 22.1 53.9 8.1
1960 10.3 9.4 6.0 27.3 39.5 9.0
1965 11.3 11.2 5.7 30.3 36.6 9.6
1970 11.2 11.0 6.7 31.6 7.5 12.1
1975 12.3 11.0 7.2 38.8 31.8 12.5
1980 12.8 11.0 1.6 38.8 31.8 12.5

a. Estimated. Data are available for toll facilities only.
b. The largest sources of charges and fees not shown separately here are sanitation and nonhighway

transportation.

Source: Basic data from U.S. Department of Commerce, Bureau of the Census. Computations anc

projections by Tax Foundation.

welfare (c.g., Medicaid) were partic-
ularly pronounced in the last part of
the sixties,

Although amounts of “aid,” as defined
by different agencies vary,® there can
be no doubt bp almost any measure
that sharp increases in grants occurred
in fiscal 1971 and 1972, The latest
Federal budget reported a 25 percent
rise in grant pnyments in fiscal 1971, to
a level of $29.8 billion, and estimated
that the totals would rise to $39 billion

23, See note 22 supra.

in 1972 and further to $43 billion in
fiscal 1973.24

Congressional action in 1972 will have
significant influence on the future course
of Federal grants to states and localities.
Three enactments, in particular, deserve
mention:

1. State and Local Fiscal Assistance
Act of 1972, More commonly known as
Revenuc Sharing, this law provides for
the distribution of $30.2 billion over &

24, Special Analyses. op, cit., p. 245. Theso estimates include $2.25 billion in fiscal 1972 and $5 billion

in 1973 for general revenue-sharing,
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five-year period, beginning January 1,
1972, Recipients will be more than
38,000 general-purpose state and loeal
governments, (See Appendix 111 for o
summary of provisions. )

2. Federal Water Pollution Control
Act Amendments of 1972. This “clean
air” law authorized $24.6 billion in 75-
percent Federal matching fu.ds, pri-
marily for the construction of municipal
waste trencment plants (including sew-
age collections systems), and to reim-
burse municipalities for plants they have
already built in expectation of Con-
gressional action. Of the $18 billion
earmarked for new municipal plants, $5
billion was to be available in fiscal
1973, 86 billion in 1974, and $7 billion
in 1975, Previously the Federal matching

share of water-pollution projects was
5H percent,

3. Sociul Security Amendments of
1972, These provisions (discussed in
Chapter IV, page 54) will have pri-
mery cffeets in frecing up some state-
local funds rather than in affecting the
size of future grants.

Projections—Federal Aid

The projections are based on the as-
sumptions that (1) Federal! grants for
purposes other than general revenue
sharing and municipal waste treatment
will rise commensurately with associated
expenditures for each function (as pro-
jected independently); (2) general rev-
cnue sharing grants will amount to
$6.2 billion in 1975, as now legislated,

Table

8.10

Federal Grants- in-Aid to State-Local Governments by Major Function»
Selected Fiscal Years, 1950-1970

Housing Health

Total— and and
Fiscal all Educa- High- Public urban hospi-
year functions tion ways welfare renewal tals Other

Amount (millions)
1950 $2,371. $ 369 $ 429 $1,131 § (b) § (b) § 442
1955 3,099 521 589 1,429 (b) 73 487
1960 6,994 950 2,905 2,070 226 135 708
1965 11,062 1,677 3,997 3,098 676 $ 292 1,322
1970 23,257 5,844 4,608 7,574 1,609 91 2,691
Percent of state--local expenditures for aided function

1950 10.0 5.1 11.3 38.5 (b) (b) 4.9
1955 9.2 4.4 9.1 45.1 (b) 2.9 6.1
1960 13.5 £.1 30.8 47.0 26.3 3.6 4.8
1965 14.8 5.8 32.7 49.1 54.1 5.4 6.3
1970 17.7 1.1 28.1 51.6 75.3 9.6 7.5

a, This series represents Federal intergovernmental expenditures to states and localities and differs
somewhat from reported data on intergovernmental revenues received from the Federal government,

a8 shown in Table 8,15,
b. Not available; included in *'other."

Source: U.S. Department of Commerce, Bureau of the Census, and Tax Foundation cornputs.tions.
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Table 8.11

Summary of State-Local General Revenue by Major Source
Actual and Projected, Selected Fiscal Years, 1350-1980

General revenue from own sources

Miscella-
Total neous Federal
Fiscal general Current  general grants-
year revenue Total Taxes charges revenue in-aid

Amount (millions)

£ stual:
1950 $20,911 $18,425 $15914 . § (@) $ (@) $ 2,486
1955 31,073 27,942 23,482 2,972 1,487 3,131
1960 50,504 43,530 36,117 5,319 2,095 6,974
1965 74,000 62,971 £1,243 8,402 3,327 11,029
1970 130,756 108,898 86,795 14,873 7,230 21,857
Projected:
1975 227,632 179,233 140,309 25,729 13,195 48,399
1980 329,011 262,057 201,102 39,500 21,455 66,954
Percent increase, selected intervals
19501955 44.6 ~ 51.6 47.6 — — 25.9
1955-1960 62.5 55.8 53.8 79.0 &y 122.7
1960-1965 46.5 44,7 41.9 58.0 58.8 58.1
1965-1970 75.7 72.9 69.4 77.0 117.3 98.2
1970-1975 74.1 64.6 .7 73.0 82.5 121.4
1975-1980 44.5 46.2 43.3 53.5 62.6 38.3
*960-1970 158.9 150.2 140.3 179.6 245.1 213.4
1970-1980 151.6 140.6 = 131.7 165.6 196.7 206.3
Annual rates of change, selected intervals
1950-1955 8.3 8.7 8.1 —_— — 4.7
1955-1960 10.2 9.3 9.0 12.3 7.1 17.4
1960-1965 7.9 1.1 1.3 9.6 9.7 9.6
1965-1970 12.1 11.6 11.1 12.1 16.8 1.8
1970-1975 11.7 10.5 10.1 11.6 12.8 17.2
1975-1980 1.7 7.9 1.5 9.0 10.2 6.7
1960-1970 10.0 9.6 9.2 10.8 13.2 12.1
1970-1980 9.7 9.2 8.8 10.3 11.5 11.8
a, Detail not available. Total for current charges and miscellaneot. general ravenue was $2,511 million.
b. Projections assume the continuation of revenue.sharing beyond the 1976 expiration date in current
law. See Appendix |,
Source: Basic data from U.S. Department of Commerce, Bureau of the Census. Computations and
projections by Tax Foundation.
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X Table 8.12

Percentage Distribution of State-Local General Revenue by iajor Source
Selected Fiscal Years, 1950-1980

From own sources

Total Total From

Fiscal all own Federal

year sources sources Taxes Other* grants
Actual: '

1950 100.0 88.1 76.1 12.0 11.9

1955 100.0 89.9 75.6 14.4 10.1

1960 100.0 86.2 71.5 14.7 13.8

1965 100.0 85.1 69.2 15.8 14.9

1970 100.0 83.3 66.4 16.9 16.7
Projected:

1975 100.0 18.7 61.6 17.1 21.3

1980 108.0 79.6 61.1 18.5 20.4

a. Charges and fees and miscellaneous.
Source: Computed from data in Table 8.11.

and that new legislation will continue
these grants at a level of $6.4 billion in
1980; and (3) anti-water pollution
grants will be spaced out over a period
of years, as construction takes place,
totaling $3.5 billion in 1975 and $4.0
billion in 1980.

Based on these assumptions, Federal
grants-in-aid would amount to $48 bil-
lion in 1975 and around $67 billion in
1980. The rise for the decade would be
at approximately the same rate as in
the period from 1960 to 1970, but would
represent a slowing of recent trends.

PROJECTIONS OF TOTAL GENERAL REVENUES

Table 8.11 brings together the figures
on general revenues—from taxes, charges
and miscellaneous sources; ‘and Federal
grants-in-aid. General revenues in total
are projected as rising from around $131
billion in 1970 to $228 billion by 1975
and $329 billion by 1980, or 2} times,

and slightly less than during the previ-
ous decade. The role of state-local taxes
would continue to decline somewhat
(from 66 percent of the total in 1970 to
61 percent in 1980), as hoth Federal
aids and nontax sources rose in im-
portance (Table 8.12).




IX.

Over-Al! Finance

In the preceding chapters projections
for all general revenues and expenditures
have been developed. Table 9.1 presents
data oh the state of balance on general
state-local transactions as projected,
witl: past comparisons. Under the condi-
tions assumed, general revenues would
tend to rise at a faster rate than the
indicated growth in expenditures. Rev-
enues as projected would exceed spend-

ing by around $13 billion in 1975 and
$9 billion in 1980, or by 6 percent and 3
percent respectively. While the margins
as projected are not large, those of even
this magnitude would be unusual for the
general accounts.! The only year during
the sixties in which general revenues
exceeded general expenditures was fiscal
1966, when the ‘‘surplus” was about
two-tenths of one percent. In all other

1. On a national incowe and product accounts basis, taking into account a more incluiive set of
transactiong, state-local hudgets have produced a surplus in all but three years since 1860, The
surplus generally vesults from an excess of receipts over outlays in social insurance transactions
“a.8., employee retirement). (Ses Appendix Table A.9.) The reported over-all s.irplus in the second
‘quarter of 1872, however, is 80 large ($14.8 billfon annual rate) as to suggest that there was also
a general accounts surplua, excluding social insurance funds.

Table 9.1

Comparison of State-Local General Revenues and General Expenditures
Actual and Projected, Selected Fiscal Years, 1950-1980

(Billions)
Deficit (--)
or surplus (+)
Gauerzl General on general
Fiscal year revenue oxpenditures transactions
Actual:
1950 $ 20,911 $ 22,787 —$1,876
1955 33,724 31,073 + 2,651
1960 50,505 51,876 - 1,372
1965 74,000 74,546 - 546
1966 83,036 82,843 + 193
1967 9,197 93,350 - 2,153
1968 101,264 102,411 - 977
1969 114,500 116,728 -~ 2,228
1970 130,756 131,332 - 576
Projected:
1975 227,632 214,800 + 12,832
1980 329,011 320,021 + 8,890
Sources: Tables 7.3 and 8.11.
06 e
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years there were small deficits on general
accounts ranging, from four-tenths of
one pereent (1970) to 2 percent (1967).

‘The main reason why general accounts
are usually in a deficit position is that
there is a long-standing tradition in
most states and localities of financing
sizable portions of capital outlay by
borrowing? and some use is made of
short-term  borrowing. The  proceeds
from such loans are not considered as
“revenue,” and are thus not ineluded
in Bureau of the Census 1gures on
revenues. Moreover, the retivement of
debt issues does not enter as an “‘ox-
penditure.”

Beeause of debt-financing and for still
other reasons, it is necessary to delve
further into the financial operations of

state-local units before evaluatiag the
adequacy of funds for finuncing general
functions. In addition to debt financing,
the other main factors are: (1) states
and localities ean be expected to increase
their holdings of eash and securities both
as offsets to debt and as working
capital, as their scale of operations
expands; and (2) there are claims
against general funds (and/or borrow-
ing) to finance some activities not
covered under general expenditures.

This seetion will explore the broader
outlook for state-local finance, taking
into account fund requirements in addi-
tion to those for general expenditures.
Particular attention will be given the
largest of these sources of demand for
added funds—debt transactions.

DEBT TRANSACTIONS

The growth in state-local debt gener-
ally kept puce with the rise in revenues
and expenditures over the past two
decades, increasing from $24 billion in
1950 to $144 billion in 1970, about
six-fold.* The timing of the growth in
debt within the period, however, was
notably different from that of other
financial aggregates. The most pro-
nounced expansion in debt eame from
1950 to 1960, when the volume of out-
standing debt almost tripled, reaching
$70 billion. In contrast, revenues and
expenditures scarcely more than doubled
during that interval. The period was
marked by an upsurge in capital invest-
ment for new schools, roads and streets,
buildings, ete.--and the filling of back-
logs built up in prior years during the
depression and World War 11, This
pattern was reversed in the years from
1960 to 1970, when the rise in debt (105

percent) was below that for general
revenues and expenditures (more than
150 percent).

Moreover, during the last half of the
sixties there was no general acceleration
in the rate at which debt was increasing,
contrary to the sharp jump in the rate
of expansion of both revenues and
expenditures. Although there were some
temporary  disturbances in credit
markets affecting the rate at which new
securities were issued in 1970, a major
factor in the relatively stable growth
of debt during the sixtics appears to
have been the lessening in pressures for
higher spending for capital improve-
ments,

Apart from the differences in the rate
of growth in total debt over the postwar
period, there were some notable changes
in its composition. Long-term debt

2. Capltal outlays of theso units totaled $220 billion in the ten yesrs 1001 through 1970, Approxis
mately half of thix spending was financed by long-term security issues,
8. Historical dats appear in Table 0.3, along with projections.
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declined relatively to the total, as a

marked upsurge appeared in out-
standing short-term obligations during
the last half of the sixties, reflecting in
part credit conditions with primary
effects on issuance of long term bonds.*
Another significant turn-around affect-
ing the structure of state-local deht was
the reduction in the rate at which non-
guaranteed debt was increasing. From
1950 to 1960 this type grew by almost
eight-fold; from 1960 to 1970 non-
guaranteed debt increased far less, by
123 percent (Appencix Table A.10).

The future demand for credit on the
part of the states und localities may be
expected to reflec! prevailing judgments
by those who make the decisions as to
the need for capital funds measured
against the cost of acquiring them, in-
cluding the added cost of carrying
credit.

Cost of Credit

Forces lirgely outside the control of
state-local units determine the supply
of loanat:le funds in the capital markets
and the terms and conditions under
which they may be available to borrow-
ers at large. High and rising interest
rates tend to reduce current municipal
bond sales for a number of reasons:
(a) the higher rates add to the cost of
the anticipated capital investment and
may thus price the asset out of line
with expected benefits; (b) when rates

over nine-tenths of total outstanding debt,

are rising, there may be a tendency to
postpone borrowing in the hope that
rates will fall; and (c) there are legal
limitations, in nwt jurisdictions, on
allowable interest 1 tes.

Credit market conditions had strong
negative influence ¢n the rate at which
municipal bonds were issued during the
fiscal year ending June 30, 19705 A
tightening in money and credit markets
which had been developing for some
time became particularly acute in the
last half of calendar 1969 (first half of
fiscal year 1970). Interest rates on
state-local bonds, as well as private
issues, rose sharply, with pronounced
effects on the timing of bond aales.
Studies by the Federal Reserve Board
have attempted to meusure the effects
of the difficulties associated with high
interest rates, compounded by legal
ceilings on interest rates., The results
indicate that restrictive monetary condi-
tions and high interest rates led to a
net shortfall of $5.2 billion in long-term
borrowing below planned levels for
fiscal 1970.% State-local units ‘“planned”’
to borrow $18.5 billion ; only $13.3 billion

was actually borrowed.

In fiscal 1971, despite various legal
and technical problems,” state-local
units, atimulated by relatively favorable
inarket conditions, issued long-term
bonds in record volume. The total,
$23.1 billion, represented a sizable

4, Long-term obligations are vhnse with maturity of more than one year: in 1970 they accounted for

6. High interest rates in calendar year 1966 also had some “ffect on state—Jocal bond offerings. For
an account. see Paul F. McGouldrick. ‘‘Monetary Lestraint and Borrowing and Spending by
Large State and Local Governmants in 1966,'' Federal Reserve Bu.letin, July 1068: and John E.
Peterson. '‘Monetary Restraint. Jlorrowirg. and Capital Spending by Small Local Governments
and State Colleges in 1966,'* Federal Roserve Bullelin, Docember 1968,

6. A total of $7.4 billlon in long-totiu borrowing 1etbacks was experienced during the fiscal year:
but $2.2 billion, though postpouied was completad before the end of the fiscal year. John E. Peter-
son, ''Response of State and Locai Governments to Varying Credit Conditions,'* Federal Reserce

Bulletin, March 1971, pp. 2090-224.

7. 'These included voter rejections of 10 ,crcent of proposed borrowing authorizations submitted
to a vote: uncertainty over certain Jutirarl Revenue Service guidelines; and guestions of con-
stitutionaiity of a two-thirds majority re:ired for a bond authorization in some jurisdictions.
Paul Schnelderman, "Planned and /:tua. Isong-Term Borrowing by State and Local Governe
ments,’' Federal Reserve Bulletin, Decomboy 1071, pp. 977082,
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Table 9.2

Capital Outlays and Proceeds of New State-Local Security Issues
Actual and Projected, Selected Years, 1960-1980

.A‘mount (millions)

Percentage
Capital Security financed by
Year outlay issues* borrowing
Actual;
1960 $15,104 $ 7,247 48.0
1961 16,091 9,463 52.6
1962 16,791 8,568 51.0
1963 17,638 9,151 51.9
1964 19,087 10,201 53.4
1965 20,535 10,471 51.0
4466 22,330 11,303 50.6
1967 24,233 14,643 60.4
1908 25,731 16,485 64.1
1969 28,240 11,838 41.2
1970 29,650 18,110 61.1
Projected:
1975 43,099 25,859 60.0
1980 57,909 34,745 60.0

a, Excludes1efunding Issues; issues for new capital only.
Source: Capital outlays from Appendix Table A.6; new security issues from Board of Governors of the
Federal Reserve System, Computations and projections by Tax Foundation.

increase over the $13.3 billion borrowed
in 1970. Although there weore some short-
falls below planned levels in the carly
part of fiseal 1971, most issues were
reinstated by the end of the fiseal year,
and the net borrowing shortfall (i.e.,
helow “plans”) was only $0.7 billion,
one-third of .vhich was interest-related.
Thus it would appear that the volume
of municipals in fiseal 1971 fulfilled the
pent-up borrowing needs created when
some $5 billion in proposed borrowing
was rationed ont of the market in fiscal
1970,

While the cost of borrowing by states
and localities was rising markediy over
earlier levels, other issuers of seeurities
were similarly affected. There is no

general indication that the quality of -
state-local bonds deteriorated relative
to other issues, Muncipals maintained a
favorable interest differential in relation
to corporate bonds; although the spread
narrowed somewhat (in  percentage
terms) during the peak of the eredit
crunch—in 1969 and 1970—the previous
differential had been restored by 1971,

There also appears to have been no
apparent. worsening in the ability of
states and localities to afford credit in
recent vears. Althoughinterest payments
on debt rose substantially, the share of
interest in state local budget outlnys—
about 3.5 pereent of the total -in 1970
remained unchanged from 1965, More-
over, total debt declined significantly in
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relation to state-local own-source rev-
enucs, and remained about the same
in relation to personal income.?

Capital Outlays and Debt
Financing

Capital outlays in the past decade,
although steadily rising, did not experi-
ence rates of growth as high as those for
current operations. As a result, capital
spending dropped from 25 percent of
all outlays in 1960 to 20 percent in
- 1970. Capital outlays rose from around
$15 hillion in 1960 to almost $30 hillion
by 1970, representing average annual
gains of 7.0 percent, well below the 9.7
percent increase in total spending.

Question may appropriately be raised
as to whether credit market conditions
and their effect on bond sales served to

hold capital spending in fiscal 1970
(the benchmark year of these projec-
tions) belew levels it would have reached
in the absence of those strictures. There
is little indication that this was actually
the case. The Federal Reserve Board
study, discussed above, found that the
effects of the $5.2 billion shortfall in
bond sales during fiscal 1970 on original
plans for capital spending were relatively
slight. An estimated 8$1.6 billion in
planned capital outlays remained sus-
pended at the end of fiscal 1970 Jargely

- as a result of the credit crunch; however,

because of lags involved in capital
spending, the cutback would be
stretched out over time; only a small
portion affected actual capital outlays
in 1970. The effect on capital spending
was minimal mainly hecause states
and localities raised 60 percent of the

8. Historical data appear in Table 9.4, along with the projections.

Table 9.3

Debt Transactions of State-Local Governments
Actuai and Projected, Selected Fiscal Years, 1950-1980*

(Millions)
Total Long-term debt Net
debt long-term
Period outstanding Outstanding Issued” Retired® debtd
Actual:
1950 $ 24,115 $ 23,056 n.a. n.a. n.a.
1955 44,267 42,272 $7,22 $2,351  §$ 38,502
1960 69,955 66,801 7,955 3,458 61,59%
1965 99,512 94,204 11,249 5,040 85,942
1969 133,548 123,466 15,453 6,538 114,368
1970 143,570 131,415 12,848 7,011 121,733
Projected:

1975 211,161 191,506 25,859 10,013 175,803
1980 310,046 282,891 34,745 14,999 259,694

. Outstanding debt as of the end of the fiscal year.

. Includes refunding issues.

« Total long-term debt less cash and securities held as debt offsets,
ource: Actual data from U.S. Department of Commerce, Bureau of the Census. Projections by Tax

a
b
c. Includes refinancing.
d
$

Foundation.
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short-fall in long-term bond funds
needed to finance these projects by
short-term borrowing not subject to
legal interest rate ceilings. Reductions
“in actual or planned liquid assets,
according to ihe IFederal Reserve Board
study, were of secondary importance in
financing capital projects, and the use of
current revenues to substitute capital
for current expenditures was inconse-
quential.

In the past decade as a whole, ap-
proximately one-half of state-local capi-
tal spending was financed by long-term
borrowing. In recent years the portion
has risen to around 60 percent, re-
flecting in part the changing mix of
capital spending by function, especially
the decline in the portion of total bond
sales represented by roads and streets.
Roads and streets still constitute the
largest component of capital outlays.
Only about 15 percent of these cutiays,
however, are financed by borrowing.
Education, utilities (water, sewers, tran-
sit, ete.), and housing are the other
major functions for which long-term
borrowing is extensive.’ In 1970 security
issues for education were en .al to U6
percent of capital outlays for education;
for functions other than education and
highways, bonu proceeds exceeded capi-
tal outlays during the period. (As noted
previously, actual outlays lag behind
bond sales for a specific project because
the work is spread out over time.)

Projections of Debt

It seems clear that future sales of
state-local securities will be linked
closely to capital outlays. While money
and credit conditions have pronounced
effects on the volume of offerings,
these effects are likely to be short-lived.

Table 9.4

State-Local Debt in Relation to
Revenue and Personal Income

Actuai and Projected, Selected
Fiscal Years, 1950-1980

Debt as percent of

Own-source Personal

Year revenues* Iincome

Actual:

1950 119.2 10.6

1960 148.4 17.4

1965 145.9 18.5

1970 124.3 18.0
Projected:

1975 112,2 18.1

1980 113.1 18.8

a. General revenues from own sources plus utility
revenues.
Source: Actual data from U.S. Department of
Commerce. Computations and projec-
fions by Tax Foundation.

W . oo -

Based on relationships in recent years,
and projected capital outlays, long-term
borrowing for new capital would rise
from around $18 billion in fiscal 1970
to $26 billion in 1975 and $35 billion
by 1980 (Table 9.2). The projections
for 1975 depict, a leveling in the volume
of new security issues in the 1971-1975
period.

Based on these projections for security
offerings, and other financial transac-
tions,”® total outstanding debt would
rise from around $144 billion at the end
of fiscal year 1970 to $310 billion by 1980
(Table 9.3). The rate of increase for
the decade would be somewhat higher
than in the sixties, but not nearly so
high as that experienced during the

9. Many of these ‘other” bond lssues are for multiple-purpose projects, For monthly and annual
data on the use of proceeds of new security 1ssues, see Federal Reserve Bulletin. mounthly lssues,
10. See Appendix 1 for assumptions and methodology.
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fifties. As projected, total debt would
cominuet, decline in relation to own-
source state-local revenues (and even
more slarply in relation to total rev-

OTHER FINANCIAL

The projected levels of debt financing
appear to be well within the borrowing
capacity of states and localities, on the
basis of their expected future revenues,
Before judging the over-all financial
situation, account is taken of two other
aspects of state-local operations: re-
quired holdings of cash and securities,
and claims on general receipts outside
the general accounts.

Cash and Security Holdings

State and local governments typically
hold large sums in the form of liquid
assets—cash and securities—as offsets
to long-term debt; as bond funds pend-
ing the completion of construction or
capital projects; and as day-to-day

- enues, including Federal grants-in-aid),

and weuld remain in the vicinity of 18

percent of personal income, the same as
in 1970 (Table 9.4).

CONSIDERATIONS

working capital. In total, these funds
(exclusive of insurance trust systems)
rose from $29 billion in 1960 to $64
hillion in 1970, and tended to average
around 44 percent of outstanding debt.

The projected levels of these financial
asset holdings by type, along with
historical data, are presented in Table
9.5. The indications are that cash and
security holdings, excluding insurance
trust systems, would rise further to
around $100 billion in 1975 and $145
billion in 1980.

Other Operations

Some other transactions of govern-
ments do not enter directly into Bureau
of the Census tabulations of gensral

Table 9.5

Cash and Security Holdings of State-Local Governments, by
Purpose—excluding Insurance Trust Systems

Actual and Projected, 1960-1980°

(Millions)
Purpose
Total Long-term Bond All
Fiscal year holdings  debt offset funds other
Actual:
1960 $ 29,313 $ 5,203 $ 5,892 $18,216
1965 43,821 8,261 9,764 25,795
1970 63,517 9,682 13.251 40,585
Projected:
1975 99,767 15,703 24,152 59,912
1980 145,261 23,197 32,452 89,612

a, End of fiscal years,

Source: Actual data from U.S. Departmaent of Commerce, Bureau of the Census,

Foundation.

Projections by Tax
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expenditures, but occasionally augment

" or draw upon funds derived irom general

revenues or borrowing. In particular,
there are typically deficits in the opera-
tion of some utility systems (notably
water and transit services), profits on
monopoly liquor stores operated in 17

states and a few localities, and govern-
ment contributions to employee retire-
ment systems made to their own systems
on behalf of their own employees. Pro-
jected requirements for these purposes
are included in the over-all summary
table.

SuMMARY OF OVER-ALL FINANCE

Table 9.6 summarizes the projections
of the elements entering into the sources
and uses of major state-local general
funds. The results indicate potential
surpluses on the over-all accounts of
around $13 billion in 1975 and $6 billion
in 1980.

The study has not attempted to pro-
ject the year-by-year course of state-
‘local finance, but has singled out the
years 1975 and 1980 for analysis. The
answers derived, however, can be con-
strued as representative of the seventies
generally. As of 1972 a number of states

Table 9.6

Summary of Source and Use of Major State-Local Government Funds-
Actual and Projected, Selected Fiscal Years, 1965-1980

(Millions)
Actual Projected
Source or use 1965 1969 1970 1975 1980
Source of funds:
General revenue $74,000 $114,550 $130,756 $227,632  $329,011
Profit on liquor stores 275 405 389 499 609
New long-term security
issues 11,249 15,453 12,848 25,859 34,745
Other borrowing® 1,081 3,475 4,185 1,500 1,500
Total funds available 86,605 133,883 148,178 255,490 365,865
Use of funds:
General expenditures 74,546 116,728 131,332 214,800 320,021
Long-term debt retired 5,040 6,538 7,011 10,013 14,999
Employee retirement 1,794 2,864 3,296 6,065 11,160
Deficit on utility
operations 978 1,385 1,212 2,299 3,784
Additions to liquid assets 4,549 5,394 3,680 9,692 10,353
Total funds required 86,907 132,899 146,531 242,869 360,317
Funds available less funds  —302 +984 41,647 412,621 45,548

required

e. Excludes receipts, expenditures, end liquid essets of social insurance systems; utility and liquor .
store operations are entered on a nét basls. Also excludes some interfund and other transactions not
detailed separetely in Buresu of the Census reports.

b. Net increase in total debt outstanding minus the difference between long-term debt issued and
retired.

Source: Actual data from U.S. Department of Commerce, Bureau of the Census. Projections by Tax

Foundation.
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and loculities were already projecting
surpluses in their fiscal 1973 budgets,
even without the additional funds they
were to receive in the first installment
of Federal revenue sharing grants (see
Appendix 11I). ‘

The very anticipation of a finaneiol
condition in the future more favorable
than has existed previously can trigger
actions which will change the course
of actual events. Among major options
under discussion currently are: (1) a
reduction in state or local taxes, espe-
cially property taxes; (2) paying off
outstanding debt; (3) building up liquid
assets to meet future spending needs;
and (4) spending the “‘surplus” funds,
either for current operations or for
capital improvements,

Experience has shown that the prob-
lem of deciding how to dispose of an
expected surplus can be more vexing
than that of how to avoid a threatened
deficit. A 1965 Tax Foundation study
found that, while most states have
established budgetary procedures for
coping with anticipated deficits, few
had made provision in advance for
dealing with a surplus.!

Discussions today are faintly rem-
iniscent of those which occurred during
World War II, when economists, politi-
cal scientists, and practitioners were
debating the question: what should be
done about *he (state) surplus?? Clearly
the actual course of events will depend
upon the kinds of policy decisions which
will be made as regards the disposition
of surpluses.

11. State Expenditure Controls: An Eraluation, Research Publication No. 3, 1965, pages 69-71.

12, Large and unexpected surpluses were built up during the War as a result of rapidly expanding
t>x revenues and reatrictions on expenditures. The problem was discussed in The General Fund
Surplus Problem in California, by Dorothy C. Thompkins, Bureau of Public Administration,
University of California, Berkeley. 1943, An important difference between then and now was

that tremendous backlogs of capital investment
explosion was not yet evident, and there was

neads were developing then, the coming population
widespread concern about fostwar unemployment.

Then as now, there was concern over state—local flscal policy as related to attempts to vontrol

Inflation.




Appendix 1

Assumptions, Methodology,
and Background Tables

The broad assumptions underlying this study
are spelled out in Chapter II. This Appendix
section provides detail concerning projections
of individual items.

Population

The projections of population used in this
study are those of the Bureau of Census, U.S,
Department of Commerce, Series C, as pub-
lished in Current Population Reports, Series
P-25, No. 470 (November 1971). Table A.1
shows the range of projections for 1975 and
1980 under alternative assumptions about
fertility rates.

Education

Projections of the three functional categories
of education were developed separately, further
broken down into current operating and
capital outlays.

Local Schools. Enroliment estimates (Table
3.5) are those of the Office of Education, U.S,
Department of Health, Education, and Wel-
fare, as published in Profections of Educational
Statistics to 1979-80, 1970 edition. These

estimates are based on Series C population
projections of the Bureau of the Census. The
Office of Education estimates generally assume
a continuation of the 1959-69 trends in public
school enrollment rates in relation to popula-
tion for rges 5 and 6, and in the trends in
retention rates for other grades. For nonpublic
errollments, the projections imply a decline of
300,000 from 1969 to 1972 for grades K-8,
with stability thereafter; high school enroll-
ments are held constant at the 1969 level.
Total enrollments in nonpublic schools are
estimated at 5.6 million in 1970, and st 5.4
million in 1975 and 1980,

Average daily attendance in public schools
is assumed to continue to equal 92.6 percent
of total enrollments.

Current expenditures per pupil in average
daily attendance (Table 3.6) are projected in
this study as rising, in constant dollars, at the
same rate as in the period 1960-1970 (4.7
percent annually). Current dollar equivalents
were calculated by adjusting the resulting data
for the assumed rise in general prices (3.9

Table A.1
Alternative Pirojections of Total Population, 1975 and 1980-

Percant increese

Number (mililons)" Annuel rete Totel
Serles 1978 1980 1970-1975 1975-1980 1970-1980
8 218.2 236.7 1.3 1.6 15.8
C 217.4 233.8 1.2 1.5 14.2
D 216.6 230.9 1.1 1.3 12.7
E 215.7 227.8 1.0 1.1 11.2

a. As of July 1. Includes armed forces abroad. The range of projections reflects primarily different

assumptions concerning fertility rates.

b. Population as of July 1, 1970 estimated at 204.8 million.
Source: U.S. Department of Commarce, Bureau of the Census.
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Table A.2

Recipient 'z tes un fer Public Assistance Programs
Actual and Projected, Selected Years, 1950-1980

Year Total® 0AA

AFDCP APTD AB GA

Number per 1,000 population in age group aidedd

Actual:
1950 N7 224.7
1955 35.1 174.7
1960 39.3 138.4
1965 40.1 114.9
1969 54.8 106.5
1970 67.5 103.3
Projected:
1975 86.1 93.1
1980 90.7 84.8

4.2 N 9 6.2
39.3 2.5 9 4.9
4.6 3.7 9 1.6
62.4 5.3 g 38

103.4 7.1 6 a7

138.6 8.1 6 5.7

201.8 11,0 5 5.1

216.2 13.9 A 5.0

o

parent.
¢. Program initiated n October 1950,

. d. Population age groups eligible “or the several programs are generally: OAA—65 and over; AFDC—
under 18; APTD--18 to 64; AB—18 and over; and GA—under 65,
“inurce: Basic data from U.S. Department of Health, Education, and Welfare. Recipient rates and projec-

tions by Tax Foundation,

As of December. Tot:is may Involve some overlapping among programs.
Prior to 1962 total could include as recipients the children and one parent as carstaker relaiive; be.
ginning October 1962, eligibility was extended to both parents or one caretaker relative other than a

percent annually, 1970-1975, and 3.0 percent
annually, 1975-80). Total current operating
outlays represent the number of students in
average daily attendance multiplied by the
projected current dollar costs per student.

Capital outlay projections are those of the
USS. Office of Education, adjusted to a current
dollar basis on the assumption that the As-
sociated General Contractors construction cost
index will increase by 4.6 percent annually
from 1970 to 1975, and 4.2 percent annually
thereafter to 1080. The general assuriptions of
the Office of Education in their constant dollar
projections are that: (a) the number of rooms
constructed will follow the 1960-61 to 1969-70
trend, remaining constant at 70,000 rooms per
year; and (b) that capital outlay per room in
constant dollars will remain at $70,000 per
ronm.

Higher Education. As with local schools,
the enrollment estimates used in this study
are those of the U.S. Office of Education
(Table 3.10). The projections represent an
extension of the trend of the pust 11 years in
the ratio of college enrollments (by sex, and
by type and control of institution) to popula~
tion aged 18 to 21 yeats. Full-time equivalents
are based on the 1964 ratios of full-time to
total enrollments by various categories of
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students and institutions, as determined in a
special survey of the Office of Education.

Current expenditures per student, full-time
equivalent, are projected by the Tax Founda-
tion to increase at the rate of 2.5 percent
annually in real terms, the same as experienced
during the period from 1960 to 1970 (Table
3.11). Total current outlays for higher educa~
tion represent the preduct of cost per full-time
equivalent student and the number of students.

Capital outlay projections are those of the
Office of Education, adjusted to the Bureau of
Census data basis and for assumed changes
in construction costs of 4.6 percent from 1970
to 1975 and 4.2 percent from 1975 to 1980,
The U.8. Office of Education assumptions are
that the cost of capital outlay per additional
full-time equivalent student—over a five-year
period—will remain constant at the 1967-68
level of 87,837 (in 1969-70 dollars).

Projections of current outlays for other
education (state direct outlays for supervision
of local schools, provision of state schools
for the handicapped, etc.) assume constant
absolute annual increments of $238 million in
the seventies, equal to those of the last half
of the sixties. This is a somewhat arbitrary
technique, based generally on the assumption
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Table A.3

Changes in Estirated Medicaid Costs (+) and Savings (—) under
Socia! Security Amendments of 1972 (H.R.1)

(Millions)
Calendar
year
Provision 1974
Changes in H.R. 1:
Coverage '  rhe disabled under Medicare $ =70
Increase il Medicare Part C deductible from $50 to $60 +8
Reduction 1n Medicaid matching if States fail to perform required utilization review - 162
imposition of premium, copayment and deductible requirements on Medicaid recipients -89
Families with earningu under Medicaid: Eligibility extended 4 months +33
Limitation on nursing home and intermediate care facility reimbursement to 105 percent of
last year's payment -22
Elimination of requirement that States move toward comprehensive Medicaid program by
1977 (8)
E'irninatinn of requirement that States maintain their year to year fiscal efforts in Medicaid -640
. Paymunts to States under Medicalid for installation and operation of claims processing and
information retrieva’ svstems +10
Increased Medicaid matching tui' ®uarto Rico and the Virgin Islands +10
~ More specific requirements as to eligibility for skilled nursing level of care ~14
‘100 percant reimbursement for the cost of certifying skilled nursing homes under Medicaid +10
Expansion of Medicaid coverage to include inpatient care for mentally ill children +120
90 percent Federal funding of family planning services +36
Coverage of persons needing renal dialysis or transplantation under Medicare -20
Prassrving Medicaid eligibility for social security beneficiaries
Total es:imated reduction in Medicald costs under H.R. 1 ~790

a. The current law estimates take no account of the effect of the requirement that states move toward
comprehensive Medicaid programs by 1977; therefore, no savings are attributed to the repeal of this

requirement.

Source: U.S. Departmant cf Health, Education, aad Welfare.

that the relative rate of growth experienced
in this period (over 30 percent annually) was
associated with conditions not likely to exert
the same force over a sustained period. No
adjustment is made for differential price as-
sumptions. For capital cutlays, the same pro-
cedure of projecting absolute annual increases
(824 million) at the same rate as in the 1965-
70 period was used, with additional adjustinent
for assumed future increases in the construc-
tion cost index.

Public Welfare

Cush Payments; ‘The growth in cash aid is
projected proportionately to growth in the
number of persons assisted and the rise in
payments per recipient. The number of
recipients is generally based on a linear extrap-
olation of recipients in relation to eligible
age categories during the sixties, with modifica-
tions for two categories. (See Tahle A.2,) It iy
assumed that the rise in the recipient rate
(number of recipients per 1,000 eligible popula-
tion members) for the AFDC eategory will

gradually slow from recent experience. The
other exception is in the general asvistance
category, where there is 110 pronounced long-
term trend, but which is cyclically sensitive;
the projected rate for generai assistance is the
average rate prevailing during the entire
period of the sixties (5.1 per 1,000 persons under
65 years of age). Incremses in cash aid per
recipient in each category are projected at the
same annual rates as experienced in the period
from 1960 to 107 sfollows: OAA, 2.8 percent;
AB, 4.5 percent; AFDC, 5.7 percent; APTD,
5.6 percent; and 't 8.8 percent. Money pay-
ments (Table 4.2) ‘or each category represent
the product of the number of recipients and
nverage payment per recipient. No adjustment
was made in the projections to reflect Federal
legislation in 1972, under which the Fedcral
government will as ame b sic respousibility
for providing living allowances for the ade't
categories (the aged, b'ind, and disabled).
Nimilarly, the projections do not reflect puten-
tial savings in medical welfure costs under the
law. (See Tables A.3 and A.4.)
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Medieal Vendor Paymens. The projections
assume that these paymeats in 1975 and 1980
will be a function of the 1969 level of payments,
the index of growth in recipients, and the index
of medical care prices. The index of recipient
growth is estinated at 167.3 in 1975 (1969 =
100) and 180.6 in 1980, the medical care price
index at 135.5 and 168.8 in 1975 und 1980
respectively. (See health and hospitals.)

Other Public Welfare. This category includes
payments for institutional services in inter-
mediete care facilities for persons not requiring
skilled nursing home services, social services,
administration, employee training, and other
services. The projections assume that expendi-
tures for these services will rise proportionately
to recipients and average annual salaries of
state-local employees.

Health and Hospitals

Expeuditures for health are projected on
the basis of the trend of the last half of the
sixties, rather than the entire period, in view
of recent developments which seem likely to
continue in the seventies. In constant dollars,

. the projected rate of increase is 10.5 percent

annually throughout the seventies. The data
are converted to a current dollar basis by
application of price changes averaging 5.4
percent from 1970 to 1975 and 4.5 percent
thereafter to 1980. (These price effects reflect
a 1.5 percent increase ubove the rise in the con-
sumer price index generally, a differential
based on experience in the period from 1065
to 1970.)

Expenditures for hospitals are projected to
rise from 1975 to 1980 at the same rate experi-
enced in the first four years following the
introduction of Medicaid and Medicare; i.e.,
12 percent annually. This rate has been re-
markably steady in recent years, and there
seems little basis for assuming a change; in
the period from 1975 to 1980 the annual
incrense is dropped to 10 percent, assuming a
slow-down in price increases.

Highways

Projections for current operations and
capital outlays were developed separately,
utilizing information published by the Federal
Highway Administration, with data adjusted
to a Bureau of the Census basis.

Current Operations. The major components
of current operation:s are maintenance, ad-
ministration, and research. The projections
assiume & continuation of the annual rate of
increase experienced during the period from
1960 to 1970, adjusted for the rise in nain-
tenance costs, or 2.3 percent anmumlly in real
terms. It is assumed that the maintenance
cost index will be representative of other com-
ponents of current operations, and that the
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Table A.4

Calendar Year 1974 Federal Costs of
Supplemental Security Income for
the Aged, Blind, and Disabled,
and Child Welfare Services*

(Billions)
Amount
Gross Current of
Program costs law  increase
Aged, blind, and
disabled:
Benefit payments $3.5 $2.1 $1.4
Savings clause for .3 .3
State supplemen:
tation
Fooc! programs .3 -.3
Administrative costs .4 .2 2
Subtotal, a ‘ed, 4.2 2.6 1.6
blind, anc
disabled
Child welfare services 2 (b) .2
Total 4.4 2.6 1.8

a. As enacted in Social Security Amendmerts of
1972 (H.R. 1).
b. Current law cost is $46 millicn. .
Source: U.S. Department of Health, Education,
and Welfare.

index will continue to rise at a rate 1.5 percent
in excess of the consumer price index, or by
5.4 percent annually from 1970 to 1975 and
by 4.5 percent annually from 1975 to 1980.
To arrive at current-dollar projections, these
price changes (totaling 45 percent in the
first half of the seventies and 39 percent in
the latter half) are applied to the constant-
dollar estimates.

Capital Outlays. Capital expenditures are
ptojected to rise by around $800 million an-
nually from 1970 to 1975, and by $730 million
anhually in the latter half of the seventies.
The percentage rates are 6.3 and 4.5 respec-
tively, for the two periods, as compared with
an annual rate of 5.4 percent in the sixties as
a whole. These rates of change are somewhat
arbitrary; they take account of higher authori-
zations recently enacted for Federal grants,
future growth in Federal Highway Trust Fund
revenues and in state-local highway-user
receipts; and assume a narrowing in the gap
between Federal authorizations and dishurse-
ments. In fiscal years 1969 and 1970 combined,
total Congressional nuthorizations for highway
expenditure were $10.4 billion, of which only

4
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Table A.5

Employment and Payrolls of State-Local Governments-
Actual and Projected, Selected Calendar Years, 1950-1980

Number of full-time

Wages and salaries

squivalent smployess (millions)
Calendar —
year Total Education Total Education
Number or amount
Actual:
1950 3,722 1,536 $ 10,368 $ 4,292
1955 4,443 1,915 15,992 6,909
1960 5,530 2,494 25,162 11,852
1965 6,849 3,289 38,463 19,230
1970 8,501 4,226 66,463 34,398
Projected:
1975 9,726 4,639 103,246 51,354
1980 11,056 5,028 160,227 76,124
Percent increase, selected intervals
1950-1955 19.4 4.7 54.2 61,0
1955-1960 24.5 30.2 57.3 71.5
1960-1965 23.9 31.9 52.9 62.3
1965-1970 24.1 28.5 72.8 78.9
1970-1975 14.4 9.8 55.3 49.3
1975-1980 13.7 8.4 55.2 48.2
1960-1970 53.7 69.4 164.1 190.2
1970-1980 30.1 19.0 141.1 121.3

a. Includes all functions—general and other.

Source: Basic data from U S, Department of Commerce, Bureau of Economic Analysis. Computations

and projections by Tax Foundation.

$8.6 billion was actunlly disbursed. The slower
rate of growth assumed in the latter half of
the seventies implies a slowdown in the rate
of increase with the completion of the Inter-
state System. No account is taken of construc-
tion cost trends, since funding depends largely
on financial arrangemnents, and, as shown in
the text discussion, inflation has generally
had the effect of reducing the physical volume
of work done, rather than raising the dollars
spent.

Other Expenditures

Expenditures for other general functions
(Table 7.2) are generally based on the assump-
tion that real per capita rates of increase will
parallel those of the period from 1960 to 1970,
and that prices will rise by 3.9 percent annually,
1070-1975, and by 3.0 percent annually,
1975-1980, An exception to this general treat-
ment was made in the case of sanitation and
sewernge; in that case projections derived
by the foreguing method were adjusted upward
by $3.6 billion and $4.0 billion in 1975 and
1980, respectively, reflecting the spread-out

effects of added spending generated by Federal
grants under the “clean-water” law enacted in
1972.

Projections of employment in education are
based on estimates prepared by the Oftice of
Education, US. Department of Education,
published in Projections of Educational Statistics
to 1979-80. (See Table A.5.) For all other
functions, it is assumed that the percentage
increase in employment will be equal to that
from 1060 to 1970. Average wages are estimated
to rise at the same rate experienced during
the same period (5.5 percent annually), with
an added factor of 9 percent annually to allow
for higher inflation in the seventies than in the
sixties generally.

Capital outlays for education and highways
are projected as described above. These are
the largest categories of capital spending. For
all other functions, capital e.penditures in
the years 1965-1960 constituted around 15
percent of outlays for all purposes. The pro-
jections assume that this same relationship
will hold in 1975 and 1980. (See ‘Table A.6.)
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Projections of tax receipts (Table 8.7) are
hased on the tax structure in effect in fiscal
1470, adjusted for new state tax ennctments
through October 1971 (the latter totaling
$4.4 billion). No adjustment is made for an
additional $1.8 billion in higher state taxes
enacted later in 1971 anc in 1972. (See Tax
Foundation’s T'az Review, :Aarch and Septem-
ber 1972.) Yields for each tax are projected
according to the income elasticities shown in
Table 8.6.

Tables A.7 and A.8 provide some perspec.
tives on the response of the property tax to
economic change.

Revenues from current charges and fees
are projected as a function of expenditures for
associnted functions, with the sharve of charges
and fees in relation to total expenditures
following the trend pattern of the sixties
generally (see Table 8.9).

The projections of Federal grants-in-aid for
purposes other than general revenue sharing
and municipal waste treatiment assume that
grants will remain at the same share of spending
for each of the major state-local functions as
they represented in fiscai year 1971, These
relationships were as follows:

Percent financed

Function by Federal grants
Fducation 11.4
Highways 27.6
Public welfare 653.6
Health and hospitals 7.1

Housing and urban

development 63.1
Other 8.0

In other words, the assumption is that Federal
aid for these functions will grow commen-
surately with expenditures as projected inde-
pendently. The total of grants thus derived
was ther adjusted upward to take account of
general revenue-sharing and the “clean-water”
law enacted in 1972, It is assumed that general

REVENUE PROJECTIONS

revenue-sharing grants will amount to $6.2
billion in 1975, as presently legislated; and
that Congress will act to continue these grants
at the level of $6.4 billion in fiscal 1980. The
projections imply that Federal grants under
the new “clean-water” law will be spaced out
over & period of years, and will total $3.5
billion in fiseal 1975 and $4.0 billion in 1980,

Table A.6

Capitai Outlay of State-Local
Governments for All Functions

Actual and Projected, Selected
Fiscal Years, 1955-1980

Capital outlay

Fiscal
year Total General Utility
Amount (millions)
Actual:
1955 $10,706 $ 9,544  $1,162
1960 15,104 13,697 1,407
196¢ 20,535 18,345 2,190
1970 29,650 27,214 2,437
Projected:
1975 42,099 40,002 3,097
1980 57,909 53,889 4,020
Percent increase, selected
intervals

1955-1960 41.1 43,5 21,1
1960-1965 36.0 33.9 55,7
1965-1970 4.4 48,3 11.3
1970--1975 45.4 47.0 27.1
1975-1980 34.4 34.8 29.8
1960-1970 %.3 98.7 73.2
1970-1980 95.3 98.1 65.0

Source: Basic data from U.S. Department of Com-
merce, Bureau of the Census, Computa.
tions and projections by Tax Foundation,

Ovier-ALL FINANCE

Table A9 presents data on the state-local
surplus or deficit on a national income ac-
cotints basis for ealendar periods from 1960 to
1972,

New security issues (Table 9.2) are pro-
jected on the assumption that borrowing will
finance 00 percent of capital outlays, about
the sanie as in three of the four latest years
reported, but higher than the average of
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around 50 percent earlier in the sixties. The
shift reflects the relatively lower expected
weight of highway issues in the total for the
seventies. Whereas only about 15 percent of
highway capital outlay was financed by state-
loeal borrowing in recent years, well over
two-thirds of capital spending for other funce
tions was financed by bond proceeds,

The amount of debt retired annually ls
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Table A.7

Selected Measures Relating to the Economic Base of the
Property Tax in the Postwar Period

(Billions)
Measu:e 1543 193¢ 1958 191 1%¢
Gross national product $211.9 $ 419.2 $ 447.3 $ 520.1 $ 749.9
* Privately owned national wealth:
Land and structures 318.4 795.1 885.8 1,064.9 1,446.0
Realty plus producers durables
and inventories 414.8 1,099.1 1,201.6 1,428.9 1,941.8
Gross assessed value of property
subject to local general property
taxes n.a. 258.0 n.a. 339.5 457.4
Gross as.essed value of real prop-
erty subject to local general
property taxes 209.8 209.8 n.a. 281.9 393.2
Estimated market value of locally .
assossed real property n.a. 700.0 n.a. 969.0 1,277.0
Property tax revenue® 5.0 12.9 15.0 19.1 26.3

a. Data apply to the fiscal year ending six months following the calendar year indicated in column

headings.

Source: Adapted and updated from material in Dick Netzer, Economics of the Property Tax, The Brookings
Institution, Washington, D.C. 1966, p. 190. Data on nationa! wealth are from Raymond W. Goldsmith,
The National Wealith of the United States in the Postwar Period, National Bureau of Economlc
Research, 1962; and Statistical Abstract of the United States, 1971, p. 326, originally published in
U.S. Congress, Institutional Investor Study Report of the Securities and Exchange Commission Sup-
plementary Volume I, House Document 92-64, Part 6, March 10, 1971. Al other data are from perl-
odicals published by the U.S. Department of Commerce—Bureau of the Census, and Bureau of

Economic Affairs.

assumed to be 5.7 percent of long-term debt
outstanding in each previous year, according to
recent practices. Projected long-term debt
equals debt at the end of fiscal 1970 plus new
security issues mminus debt retired in succeeding
years to 1975 and 1980. Short-term debt is
?rojected as rising by $1.5 billion a year, accord-
ng to the 1966-1970 trend. Total debt out-
standing is the sum of computed figures f.r
long-term and short-term debt outstanding.
(See Table 9.3.)

Table A.10 portrays historical changes in
the composition of state~local debt.

Table A.11 compares yields on state-local
bonds with those on other securities, 1960~1972.

Cash and security holdings (Table 9.5) in
1976 and 1980 are estimated separately
according to purpose. Long-term debt offsets
are projected at B.2 percent of long-term debt
outstanding, the same as in the 1966-1970

average. It is assumed that bond funds will
amount to 93.4 percent of new security issues
in the previous fiscal period, as was the case in
the last half of the sixties. “All other” cash
and security holdings are projected at 3.3 times
short-term debt outstanding in 1975 and 1980,
the ratio which prevailed in 1970.

Projections of other sources and uses of
funds shown in Table 9.6 are based largely
on recent experience. Profits on liquor stores
are increased linearly according to the 1965~
1970 trend. Deficits on utility cperations are
estimated by separate projections of revenues
and expenditures at the rates of change experi-
enced from 1960 to 1970, adjusted for price
factors. State-local contributions to employee
retirement funds (excluding those paid from
general funds wh.ch are already covered in
general expenditures) are estimated to rise at
the rate of 13 percent annually, repeating the
experience of the last half of the sixties.
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Table A.8

Changes in Property Tax Revenues

in Comparison with Selected
Measures of Income and Wealth

Average annual percent
Increase

Measure 1956-61 1961-66 1936-66

Gross national product 4.4 1.6 6.0
Privately owned national
wealth:
Land and struc’ures 6.0 6.3 6.2
Realty plus producer
durables and inven:
tories 5.4 6.3 5.9
Gross assessed value of
property subject to
local general prop-
erty taxes 5.6 6.1 5.9
Gross assessed value of
real property sub-
ject tolocal general
aroperty taxes 6.i 6.9 6.5
Es 'imated market value
of locally assessed
real property 6.7
Property tax revenue 8.2

-~
- N

-

Source: Computed from data in Table A.7.

Table A.9

State-Local Surplus or Deficit on
National Income Accounts

Calendar Years, 19601972

(Millions)
Over-all Surplus, Surplus or
surplus soclal deflcit(-)

Calendar or insurance general

year deficit(-) funds funds*

1960 $ 220 $2,146 $-1,926

1961 -522 2,291 -2,813

1962 936 2,516 -1,580

1963 1,186 2,172 -1,586

1964 1,676 3,092 —1,416

1965 962 3,387 —2,425

1966 1,266 3,728 --2,462

1967 -1,533 4,370 -5,923

1968 - 346 4,975 -5,321

1969 686 5,698 —5,012

1970 2,815 6,518 -3,703

1971 4,794 7,538 —-2,743
1972, by

quarters"
| 7,100 n.s. n.a.
" 14,800 n.e n.a.

a, Excluding social insurance funds.

b. Seasonally adjusted annual rate.

Source: U.S. Department of Commerce, Bureau of
Economic Analysis.
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Tah'a A.10

Gross Qutsianding Debt of State-Local Governments by Type:
Selected Pcriods, 1950-1970

Long-tarm .
Total
debt Full falth Non-
Year outstanding Total and credit guaranteed Short-term
Amount (millions)
1950 24,115 $ 23,056 $19.779 $ 3,275 $ 1,060
1955 44,267 42,272 30,539 11,733 1,995
1960 69,955 66,801 41,650 25,151 3,154
1965 99,512 94,204 56,417 37,786 5,309
1970 143,570 131,415 75,337 56,078 12,155
Percent of totat
1950 100.0 95.6 82.0 13.6 44
1955 100.0 95.5 69.0 26.5 4.5
1960 100.0 95.5 59.5 36.0 4.5
1965 100.0 94.7 56.7 38.0 5.3
1970 100.0 91.5 52.5 39.1 8.5

a. Data represent dsbt for all functions—general and nongeneral.

b. End of fiscal years. .

Source: Basic data from U.S. Department of Commerce, Bureau of the Census. Computations by Tax
Foundation.
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Appendix 1I

Text of Treasury Department Fact
Sheet on Allocations under the
Revenue-Sharing Act

Allocations

The $30.2 billion State and Local Fiscal
Assistance Act of 1972, more commonly known
as Revenue Sharing, will provide much-needed
funds to States and local governments heavily
burdened ?gith high income and property
taxes. The first checks will be mailed as soon as
practicable to more than 38,000 States and
communities throughout the United States.
Interim regulations, designed to provide itn-
mediate guidance to States and local govern-
ments, will be published to fulfill the require-
ments of the Act as passed by the House and
Senate.

Approximately half of the 1972 payment of
$5.3 billion will be disbursed this Fall. The
remaining portion of the 1972 entitlement
will be mailed early in January 1973.

This amount will be increased by annual
increments for each of the four succeeding
years. The life of the Act runs five years
beginning January 1, 1972, A total of $5.64
billion will be paid in fiscal year 1973 in addi-
tion to the $2.6 billion mentioned above;
$6.05 billion in fiscal year 1974; $6.20 billion
in fiscal 1975; $6.35 billion in fiscal year 1976
and $3.325 billion for July-December 1976,

The funds will be obtained from individual
Federal income taxes and will be held in a
‘pecial Revenue Sharing Trust Fund in the
Department of the Treasury.

Data

A special study is now being completed by
the Census Bureau to update the data required
under the law for determining allocations. The
Revenue Sharing figures which have been
published are simply estimates from other
data, some of it dating back six years, The new
study will bring the data up to 1971 figures.
Consequently, the exact amount that each
government unit will receive will vary from
these initial estimates,

114

éuah'ﬁcatiom

All general-purpose State and local govern-
ments, including counties, cities, townships,
boroughs, and villages are qualified for entitle-
ments.

Entitlements

The State government shall be entitled to
receive one-third of the total amount allocated
to that State. The remaining two-thirds of the
State's allocation shall be divided among the
units of local governments.

The money will be apportioned to counties,
cities and towns wsing a formula based on
population multiplied by the general tax effort
factor, multiplied by the relative income bear-
ing on the sum of the products determined for
all such local governments within that State.

Indian tribes and Alaskan native villages
which have recognized governing bodies per-
forming substantial governmental functions will
receive an allocation that is part of the county
total. This special allocation is based on
population of that tribe or village in relation
to the county area.

Two Formulas Used

The Act allocates trust fund monies to
States under one of two formulas. Computers

have taken both formulas into account for

each state and selected the highest amount.

One formula is a three-factor formula—the
population of the State multiplied by the
relative income factor of that State, multiplied
by the general tax effort factor of the State as
it bears to the sum of the products for all
states on the ratio to $5,300,000,000.

The other is a five-factor formula which is
based on general population, urban popula-
tion, per capita income, State income tax
collections, and the general tax effort of the
State.
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Limitations

Other entitlement items in the Act concern
maximum and minimum limitations on the
alloeations to county and other local govern-
ments within each State. Restrictions which
are placed on the allocations to country and
loeal governments include:

The per capita grant to a unit of local
government or county area must he greater
than or equal to 20 percent of the State's
per cupita grant. This is determined by taking
the sum of the two-thirds of the State aggregate
amount divided by the State population which
will give the per capita grant for the State.

The maximum limitation for any county
aren or local government in the State is 145,
of the State per capita grant.

There is a $200 minimum payment. H-wever,
the first payment for January 1, 1972 ¢ June
30, 1972 will be the minimal amount paid in
two parts of $100 each, the first in the Fall
and the second early in January, 1973. This
will be the same in the payment of July-
December 1976,

Other Qualification Requirements

The law gives discretion to communities on
how they spend their monies, but the law
requires expenditure and obligation reports,

These entitlement reports: must he published
in general circulation newspapers within the
geographic areas of each State and local govern-
ment. The reports must also be made available
to all communications medin within the geo-
graphic area. In this manner all citizens will
be provided with informatin regarding the
use of Revenue Sharing moies.

No Matching Funds

Revenue Sharing funds may not he used by
the State or local governments as matching
funds for any Federal program. These funds
may not be used for edueation,

Appeals Possible

If a State or loeal government believes that
it has not received equitable treatment, it
can appeal to the Seeretary of the Treasury
who will establish procedures to resolve
such problems. Every reasonable effort will
be made to correct ditficulties which rre
brought to the attention of the Office of
Revenue Sharing,

One Formula Change

If a State, once it has received Revenue
Sharing funds, wishes to tailor its allocation
formula to local problem areas, it has the
option under the bill to amend its alloeations
by action of the State government once during
the five-year program.

It a State believes that it is desirable to
grant a relatively large portion of the funds
on the hasis of need, it can do this by increasing
the weight of population by relative income
levels. Conversely, relatively more funds could
be distributed on the bhasis of population
weighted by tax effort if it is desired to place
greater emphasis on taxes raised loeally,

Trust Funds .

States as well as local governments are
required to place Revenue Sharing monies into
trust funds and account for them separately
from other funds. This rule was established so
that the Secretary of the Treasmy can make
periodic compliance studies and Congress will
be assisted later in determining whether the
Revenue Sharing program should he continued,
revised or terminated at the end of the five-year
period.

The Secretary of the Treasury will report
to the Congress not later than March 1 of
each year on the operation and status of
Revenue  Sharing  allocations during the
previous year,

Normal Audit Procedures

In order to aid and assist in the audit pro-
cedures, each State and loeal governnient
nust use fiscal, accounting and audit procedures
which conform to the guidelines established by
the Secretary of the Treasury and Comptroller
General. The guidelines will provide that in
most situations the States and localities will
be permitted to follow their normal aceounting
procedures,

Each governmental unit rust provide to the
Secretary and the Comptroller General of the
United States on reasonable notice nceess to
and the right to examine such books,
documents, papers or records as they may
reasonably require for purposes of reviewing
compliance with this Act.

Anti-Discrimination

The law stipulates that no person shall on
the ground of race, color, national origin or
sex be excluded from participation in, be
denied the benefits of, or he subjected to
discrimination under a program or activity
funded in whole or in part with IRevenue
Sharing funds.

Other Qualifications

In order to qualify for payments, each
State or local government must, for each
entitlement period beginning on or after July
1, 1973, establish in advance a number of
matters to the satisfaction of the Secretary:.
These include the setting up of a trust fund;
use of the amounts and interest during a
reasonable petiod of time and the use of monies
only for priority expenditures.
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“Priority expenditures” mean:

(1) Ordinary and necessary maintenance and
operating expenses for—

(a) Public Safety (including law enforce-
ment, fire protection and building code en-
forcement).

(b) Environmental protection (including sew
age disposal, sanitation and pollution abate-
ment).

(¢) Public transportation (including transit
systems and streets and roads).

(d) Health.

(e) Recreation.

(f) Librares. .o

(g) Social services for the poor or aged, and

(h) Financial administration; and

(2) Ordinary and necessary capital expendi-
tures authorized by law. No unit or local
government may use entitlement funds for
nou-priority expenditures which are defined
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as any expenditures other than those included
in (1) and (2) above. The chief executive
officer of each un:t of local government must
certify to the Secrrtary that entitlement fiunds
received by it have been used only for priority
expenditures as required by the Aet.

Prevuiling Wages

Prevailing wage rates are to be followed.
Each goverm:nentai unit must agree that
persons employed in jobs financed in whole or
in part out of its trust fund are to be paid
wages not lower than the prevailing rates of
pay for persons employed by that government.

The penalty provisions in the Aect contain
authority to withhold payments if & State or
local government fails to comply with pro-
visions of the Act, has had reasonable time for
a hearing and has not taken corrective action
within a 60-day period. Money withheld by
the Secretary of the Treasury will be trans-
ferred from the trust to the general fund.
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